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Co Our Hriends 


T is the season of the year when it is fitting that all men should 
consider the past and take account of the future. 

The world is not at peace, but the world’s greatest nation— 
America—is calm and prosperous amid the uproar of striving nations. 
Above the fury of loosed human passions, ideals abandoned, old tradi- 
tions broken and civilizations rent, we alone are still able to uphold 
those principles which have made possible, and will continue to make 
possible, the progress of mankind. 

This last year has been one of tremendous development for our 
country. Unless all signs fail, our new prosperity has scarcely more 
than commenced. _ 

THE MAGAZINE OF WALL STREET, too, has progressed. It 
has a greater prestige and a larger following than at any previous 
time in its history. We regard this growth as unmistakable evidence 
that our policies and our efforts have met with approval of our readers. 

We shall continue along the lines of the past, constantly endeavor- 
ing to make each succeeding issue better than the one before. 

To you, who have contributed to our progress with your friendly 
suggestions and solid support, we express our heartiest acknowledg- 
ments and sincerest thanks. 

And in the mellow fulness of this holiday season we pause to 
extend our most cordial Christmas greetings to you, our readers, and 
to express the wish that the incoming year may be one of unalloyed 
contentment and prosperity. 











THE OUTLOOK 


Market Looks to the Future for a New Impetus—The Austrian In- 
cident—Mobilization of Our Securities Abroad—Prospects for 1916 








Why the Market Does Not Respond 


GREAT many holders of securities have been surprised at the failure of the 
market to respond to the great increase in business activity and general 
prosperity which has been in evidence during the last two months. 

Bank clearings and iron production are commonly accepted as the best indices 
of business conditions, and both are now at new high records for the entire history 
of the United States. Both gross earnings and net earnings of the railroads are also 
close to the best records of the past, and in many cases above them. The testi- 
mony of business men and bankers throughout the country is that prosperity is now 
general and the number of men out of work is very small. 

Manufacturers of war supplies of every kind are straining every nerve to in- 
crease their output and are obliged to refuse orders, and the iron and steel industry 
as a whole is rapidly approaching the same condition. Metal mines of every kind 
are busy and earning large profits. Our exports and balance of trade are exceeding 
all past figures and we continue to import gold heavily, although we do not need it. 

Money rates are at bottom figures, with little or no prospect of any impor- 
tant change for months to come. Failures are small, bank reserves tremendous, 


crops food, general prices rising. 
What more could the stock market ask in the way of encouragement toward 


higher prices? 


The Future, Not the Present, Controls 


HE answer is that the prices of stocks have already been advanced very sharply 
during 1915 in expectation of just what we now see in the way of business ac- 
tivity, and the question has now become: What will happen in 1916? The year 
1915 has passed into history. We must look to the future for an impetus to prices. 
The market reached its highest point about October 20th. A reaction followed, 
amounting to eight points in the average price of fifty active stocks. Most of the 
reaction was soon recovered, but the market proved unable to maintain the entire 
rally and drifted into a narrow channel at a point about half way between the high- 
est point touched and the bottom of the reaction. There it remains at this writ- 
ing, awaiting a new impulse for 1916. 


Our Relations With Austria 


THE exchange of notes between the United States and Austria over the sinking 

of the Ancona has had but little effect on prices, because after we have 
weathered the Lusitania incident and the Arabic difficulty in safety it seems almost 
inconceivable that we should be dragged into war over the Ancona. The mere sev 
—s of diplomatic relations with Austria would mean nothing to us or to Austria, 
either. 

More anxiety would be felt if Germany should take a hand in the negotia 
tions, but she seems to regard the matter as no affair of hers. 
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Mobilization of Americans in Britain 


AN important cause of hesitation in our market has been the plan of the British 

Government for the mobilization of American securities held there by private 
individuals. The Government will endeavor whenever possible to buy these securi- 
ties outright on the basis of current prices at New York. In cases where the holder 
is unwilling to sell, the Government may borrow the securities by paying the 
holder interest at the rate of one-half of one per cent. over the present yield, and 
may sell any of these borrowed securities by paying the owner two and one-half 
per cent. above the market price. 

There can be no doubt that this plan will be effective in enabling the Gov- 
ernment to get hold of the securities. A stirring appeal will be made to the 

atriotism of holders in an effort to get them to sell to the Government outright. 
How many of them will do so remains to be seen. 

Some American bankers believe that but few securities will have to be bor- 
rowed, but it is quite conceivable that the number will be greater than these bank- 
ers suppose. Most of the holders of our stocks and bonds in Great Britain have 
already made and are making great sacrifices for the war, and they may feel that 
in lending their securities to the Government at one-half of one per cent. premium 
above the interest or dividend yield, with the possibility of losing them entirely on 
the payment of a premium of only two and one-half per cent., they are doing all 
that can reasonably be expected of them. 


Sales Here Will Continue 


N any event, it is clear that foreign sales in this market will continue. The 
amount sold at any one time will not be crushing, as the British Government 
will practically be in control of all sales from this time on; but any further ad- 
vance in our price level would certainly meet sales from abroad, and in all prob- 
ability in considerable —— 


Bankers estimate that we have alreay bought back from abroad about $1,500,- 
000,000 of our own securities since the war began, with possibly another $500,000,- 
000 before the closing of the Stock Exchange. This has been the great obstacle to 
a rising bond market, for which American conditions have been exceedingly favor- 
orable. But in spite of this, our bonds have held their own and have even ad- 
vanced an average of about five points from the bottom. Industrial stocks have 
met few foreign sales, and that is one reason why they have advanced so easily. 
Foreigners have more of the rails, and these issues will continue to be handicapped 
by the slow liquidation of foreign holdings on advances. 


Future of the Market 


HE above action of the British Government certainly introduces an additional 
factor of uncertainty into the conditions affecting our market. We have no 
means of knowing and probably the British Government itself has no means of 
knowing how rapidly the sales of our securities may have to be made. They will 
not be sacrificed on declines—that much may be assumed; but the extent to which 
they will be fed out to this market on advances must depend on the necessities of 
Britain as the war progresses. 

The general level of our market cannot now be called low. Many stocks are 
high, some higher than ever before. With our widespread prosperity, it may easily 
be possible to engineer sharp advances in individual issues, or even in the market 
as a whole, but such advances may prove difficult to maintain. The general situa- 
tion, while encouraging, calls for greater conservatism than was needed at any time 
during 1915. 











War Inflation and Values 


The Effects of Great Wars on Wheat, Cotton and Stocks— 
Have Prices Discounted Today’s Unprecedented Situa- 
tionP—The Past as a Guide to the Future 





By PRESTON STEWART KRECKER 





activity and high prices such as 

we have witnessed in this coun- 
try recently, there comes a lull during 
which the public “takes stock” of it- 
self, to borrow a commercial phrase, 
and endeavors to determine just where 
it stands. That the rising markets and 
the European war are closely related, 
is recognized with more or less vague- 
ness, but just how intimate this rela- 
tionship is, whither it will lead and 
what the future will bring forth in 
market movements, are enigmas which 
all would like to see solved. We know 
what has happened is that the financia) 
and commodity markets have been 
readjusting values to the changes which 
the war has wrought in the interna- 
tional credit situation. Evidences are 
accumulating daily that Wall Street is, 
either consciously or unconsciously, 
visualizing a situation which sooner 
or later the whole world will recognize 
with compelling force—inflation. 


World-Wide Inflation 


As a result of the titanic struggle 
abroad there has occurred an enor- 
mous expansion of credits. Europe’s 
slow but sure passage to paper infla- 
tion such as characterized the United 
States in its “Greenback” era during 
and immediately after the Civil War, 
is clearly discernible. To cite the case 
of only one of the numerous belligerent 
powers—Austria is estimated to have 
issued more than $1,500,000,000 in pa- 
per money since the war began, while 
her gold-covered currency has shrunk 
from $350,000,000 to $150,000,000, with 
the result that her paper sells at a dis- 
count of 40% in other countries. A 
similar condition exists in Germany, 
while all of the other nations involved 
in the war are drifting slowly but 
surely into the same position. Ex- 
change on Paris, London, Berlin and 


yes every period of speculative 


Rome has dropped to dangerously low 
levels. 

This cheapening of the buying power 
of money is extending to this coun- 
try. Funds are lending at 234% on 
six months’ time in New York. We 
have seen big speculation in both 
stocks and commodities. This specu- 
lative fever has spread around the 
world. To what extent has this specu- 
lation discounted the inflation we have 
seen to be in progress? Have values, 
as measured by commodity and stock 
prices, crossed the zenith or have they 
reached only the first stage of their 
upward climb? Is the aftermath of the 
inflation of values to be depression and 
possibly panic? 

Wheat the Barometer 


Patrick Henry once declared that we 
can only judge of the future by the 
past. He spoke as a statesman not as 
a business man, but the epigram he 
uttered may prove to be as true of 
finance and commerce as it is of poli- 
tics. Wheat has proved itself to be 
one of the most accurate barometers 
of values in the past. The price of 
that universal commodity has soared 
during every period of inflation and 
has slumped in every time of deflation 
Cotton to a similar degree has per- 
formed the same function. Charts | 
and 2 show a century of wheat and 
cotton prices. They may prove of 
value in efforts to fathom the future. 

A century of wheat history embraces 
two of the greatest wars of modern 
or any other times—the Napoleonic 
War and our own Civil War—and car- 
ries us into the present stupendous 
struggle. A survey of the last 100 
years, brings out strikingly the fact 
that wheat is invariably dear in war 
times and cheap in the piping days of 
peace. Viewed in its broader per- 
spective the charts reveal the interest- 
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ing coincidence that the three big wars 
of modern history have come at in- 
tervals of almost exactly 50 years and 
that each cycle of half a century has 
been marked by advances of wheat to 
parallel planes of extravagant values. 
Thus, as a result of the Napoleonic War, 
wheat soared to $2.85 a bushel. After 
a lapse of 50 years, during which in- 
terim it sold as low as 50 cents a bushel, 
wheat again climbed after our Civil 
War and duplicated the high price of 
the Napoleonic period, $2.85 a bushel. 
Was this a mere coincidence or was it 


cents at the seaboard in 1788, wheat 
climbed to $3.00 in 1796. After a series 
of reactions it had another violent ad- 
vance in 1817, two years after peace 
had been concluded, and touched $2.85 
a bushel. A disastrous crop failure in 
England marked this period, resulting 
in a panic attended by numerous bank 
failures and labor troubles. Cotton had 
a violent rise as well, advancing from 
an average of 12 cents in 1812 to an 
average of 29 cents a pound in the sea- 
son of 1815-1816 with a greater dif- 
ference between the high and the low, 





A CENTURY OF WHEAT PRICES. 
SHOWING HOW WAR INFLATES THEN DEFLATES VALUES 
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due to the creation of substantially the 
same fundamental conditions by means 
of a devastating war? 


Napoleonic Wars 


Examined in detail Chart 1 proves 
itself an instructive compendium of the 
interrelation between wheat prices on 
the one hand and wars, inflation and 
panics on the other. The 40-year 
period covering the end of the 18th 
century and the beginning of the 19th, 
was one of continuous warfare, the 
cycle terminating with Waterloo in 
1815. This period witnessed a high 
average of wheat values. Selling at 93 


and maintained a high average for 
several succeeding years. 


Crimean War 


Passing over an era of violent ad- 
vances and declines in which wars did 
not figure we come to the Crimean 
war of 1854-1855. Wheat, which had 
sold at 38 cents a bushel in 1852, ad- 
vanced with cumulative force during 
the period of that struggle and 
eventually sold as high as $1.85 in 
1855. This proved to be the crest of 
the rise but the average of values re- 
mained high, and after a reaction to 
$1.08 in the same year the price of 
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the staple climbed in 1857 to $1.60. The 
closing years of this period were 
marked by a deflation of values as vio- 
lent as the inflation had proved. Wheat 
broke to 50 cents a bushel. Panics oc- 
curred in both England and the United 
States in 1857. Upwards of a score 
of banks failed in the United States, 
the most conspicuous and disastrous 
of these failures being that of the Ohio 
Life & Trust Co. Depression was pro- 
nounced both at home and in Europe. 
Cotton again in its price movement 


hostilities began, wheat had a succes- 
sion of sensational advances which 
culminated during the actual period of 
war in 1864. Conclusion of peace in 1865 
brought about a disastrous slump in 
values which carried the price down to 74 
cents a bushel early in that year. But the 
succeeding period of industrial and econo- 
mic readjustment was characterized by a 
renewed sensational price movement of 
wheat which did not culminate until 
1867, when wheat duplicated its high 
price of exactly 50 years before. An- 


MAJOR MOVEMENTS OF A CENTURY OF COTTON PRICES 
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reflected accurately the same condi- 
tions as did wheat. From 8% cents 
a pound in 1855-1856 the price advanced 
to 1534 cents a pound in the season of 
1857-1858. 
Civil War 

Then followed the American Civil 
War era which surpassed all prior to 
it in the financial and economic con- 
vulsions it caused through extension of 
credits and consequent inflation of 
values. 

These were accurately mirrored in 
the wheat and cotton markets. Sell- 
ing at 62 cents a bushel in 1861 when 


other striking coincidence was that, 
just as on the previous occasion of its 
wild flight to $2.85 a bushel, the value 
of wheat did not reach the crest of its 
advance until two years after peace had 
been concluded. 

Equally instructive is the chart on cot- 
ton values. Following the rise of 1534 
cents a pound in 1857 already noted, the 
price of that commodity declined to 10 
cents in 1860. But the Civil War fell 
with peculiar weight on that industry and 
cotton became a luxury which the 
world could only buy at highest prices 
ever paid. By successive stages the 
market for that commodity rose first 
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to 35 cents, then to the unprecedented 
figure of 60 cents and ultimately 
reached the dizzy height of $1.89 a 
pound during the season of 1863-1864! 
England, although not at war herself, 
was so closely bound to this country 
by commercial ties that the war and 
attendant inflation proved disastrous 
to her. A series of bad failures oc- 
curred in 1866, two of the most notable 
being that of Overend Guerncy & Co., 
with liabilities of 11,000,000 pounds 
sterling, and that of Peto & Betts, with 
liabilities of 4,000,000 pounds sterling. 
For the third time in her history Eng- 
land found it necessary to suspend the 
sank Act. Neither wheat nor cotton 
values were restored to anything like 
normal levels for two years, cotton 
selling as high as 3234 cents a pound 
in the season of 1867-1868 and 35 cents 
in 1869-1870. Wheat also maintained 
high levels until 1869, two years after 
it reached the crest of the war move- 
ment, eventually declining to 76% 
cents a pound compared with 74 cents 
a bushel, the low in 1865. 


Wars of the 19th Century 


During the series of minor wars that 
were fought in the last quarter of the 
19th century, the rule of high prices 
for wheat during war times held with- 
out exception. Thus the Franco-Prus- 
sian war of 1870-1871 witnessed an ad- 
vance of wheat from 74 cents a bushel 
at the outset of that struggle, to $1.38 
during its progress. Declaration of 
peace resulted in a break to $1.00 a 
bushel, but as in similar previous occa- 
sions, @ second rise of even more im- 
portant proportions followed  con- 
clusion of hostilities and wheat soared 
to $1.60 a bushel, subsequently going 


down with everything else in the crash 
of 1873. Again in 1876, upon the out- 
break of the Russo-Turkish war, wheat 
soared from 83 cents a bushel to $1.76 
in 1877, declining to 76 cents on re- 
storation of peace, but had a renewed 
sharp advance to $1.44. Cotton values 
simultaneously rose from 10% cents 
a pound in 1876 to 13% cents in 1878- 
1879, when the United States resumed 
specie payment. It may or may not 
have been a mere coincidence that the 
year 1878 following the Russo-Turkish 
war was one of depression in England 
with the usual accompaniment of bank 
failures and paralysis of industry, 
notably the textile mills of the Lan- 
cashire district. Wheat, again true to 
its traditions, advanced violently dur- 
ing the last war of that period—the 
Spanish-American war of 1898. Start- 
ing at 63 cents a bushel in 1897 that 
commodity rose to $1.85 in May, 1898. 


The World War of 1915 


Coming down to the present century, 
we have had two wars, the Russo- 
Japanese war of 1904-1905 and the con- 
flict now being waged. In the first- 
mentioned period wheat rose from 74 
cents a bushel, the price at which it was 
selling in the latter part of 1903 to 
$1.21 a bushel in 1904 and duplicated 
that price in 1905. A violent reaction 
set in during 1906 but was followed by 
a further period of high prices, wheat 
advancing to $1.05 a bushel in 1907 
Two years later cash wheat sold for 
$1.60 a bushel in Chicago. Cotton was 
strong during the same period, ad- 
vancing from 6.85 cents a pound in 
1905 and 13.55 cents a pound in 1907. 

(To be concluded.) 


In the next article Mr. Krecker will show what the effect of great wars has been upon the 
prices of stocks and what lessons the student of finance may learn from this study of great crises 


in the world’s history —The Editor. 








Rumor is a gathering snowball and usually contains as 


much substance when melted down. 

















Cambria Steel 


To Merge or Not to Merge?—Are High Prices for Its Stock 
Justified?P—Past Record and Future Prospects 





By FREDERICK LEWIS 





AMBRIA Steel is one of the most 
important of the independent 
steel companies. The enormously 

increased demand for steel and higher 
prices have put most of the steel mills 
of the country in a position to make ex- 
ceedingly large profits for their stock- 
holders. This has had the natural effect 
of creating interest in the steel compa- 
nies, not only by the general public but 
by powerful financial interests as well. 
One large steel merger has already 
been brought about, the Midvale Steel 
& Ordnance Co., another appears 
about ready to break and still others 
are rumored. Cambria has been much 
in the lime light lately. Pennsylvania 
Railroad Co. owned $22;504,100 of its 
$45,000,000 capital stock and as it had 
for some time desired to get rid of this 
investment, took advantage of the 
boom in the steel trade to put the stock 
on the market. It was sold in No- 
vember, $12,150,000 to J. L. Replogle 
representing a strong group of bank- 
ers, $5,626,000 to W. H. Donnes, presi- 
dent, and balance in the open market. 
Since that time the company has been 
constantly mentioned in connection with 
a new steel merger. Cambria, Youngs- 
town Sheet & Tube and Lackawanna 
Steel are the three companies whose 
names are being linked together. If 
this merger is consummated the result 
will be a steel organization second only 
to the United States Steel Corporation. 
Let us see what Cambria Steel has 
done in the past, and how it has ac- 
quitted itself in the lean periods of the 
steel industry. Over the past twelve 
years it has never failed to cover its 
fixed charges with at least $1,500,000 
to spare. The company has shown con- 
stant growth and as a result 1913 was 
the best year in its history, surplus for 
dividends being no less than $6,234,950 
equal to 13.85 per cent on the stock. It 
was able to go through the depression 
in the steel trade of 1914 in very good 


shape showing a surplus for dividends 
of $1,960,990 equal to 4.36 per cent. 
Graphic 1 shows the per cent. earned on 
the stock over the past ten years. 


Dividend Record 


Since the consolidation in 1901 of its 
present properties, Cambria has always 
been a dividend payer. From 1901 to 
1908 inclusive, 3 per cent was paid per 
annum, in 1909, 4 per cent, 1910 to 1912 
inclusive 5 per cent, in 1913, 6 per cent. 
In 1914, 5 per cent was declared, but 
3 3-4 per cent of this was declared in 
scrip payable in two years with inter- 
est. Dividends are now at the rate of 
5 per cent per annum. In spite of this 
liberal dividend policy the company has 
earned enough to have enabled it to 
put substantial sums of money back 
into the property. From 1903 to De- 
cember 31, 1914, the company earned 
approximately $19,500,000 over divi- 
dend requirements. Of this $10,900,000 
was credited to the betterment and im- 
provement fund, $3,500,000 to the gen- 
eral depreciation fund and $6,000,000 to 
profit and loss surplus. The total of 
these three accounts stood on the bal- 





CAMBRIA STEEL — EARNINGS ON STOCK. 
—— YEARS ENDED DEC. 31 —— 
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ance sheet as of December 31, 1914, at 
$20,231,166. 

The company is the lessee of all the 
property and franchises of the Cambria 
Iron Co. for a period of 999 years from 
December 1, 1898. Under the terms of 
the lease the Cambria Steel Co. as- 
sumed all the liabilities of the Cambria 
Iron Co. and agreed to pay as rental 
dividends at the rate of 4% per annum 
on the $8,468,000 capital stock of the 
lessor company. Cambria Steel owns 
in full the Penn Iron Mining Co. 
(Michigan), Cambria Inclined Plane 
Co., and Manufacturers Water Co.; 
also 50% of the Mahoning Ore and 
Steel Co., 50% of the Cambria Steam- 
ship Co., 50% of the Mahoning Steam- 
ship Co., 51% of the Johnstown Water 
Co., and 62% of the Juniata Limestone 
Co., Ltd. The Republic mine, owned by 
Cambria, was sold in June, 1914, to the 
Cleveland-Cliffs Iron Co. upon a basis 
of $500,000 in trade for other ores. 


Properties 


Works and plant are at Johnstown, 
Pa., and vicinity, covering an area of 
395 acres, and consisting of eight blast 
furnaces, four Bessemer converters, 28 
open-hearth melting furnaces, four 
blooming and slabbing mills, ten rail 
structural plate and billet mills, thir- 
teen merchant bar mills, finishing 
shops, steel car shop and other mis- 
cellaneous shops, 372 by-products coke 
ovens and four coal mines. The trans- 
portation department operates 35 
standard gauge and 30 narrow gauge 
locomotives -and 894 cars on 104 miles 
of track owned by the company. All 
told it is a remarkably well equiped 
plant and is especially well fixed in re- 
gard to obtaining and handling its raw 
material. 

Cambria’s balance sheet as of De- 
cember 31, 1914, shows the company 
to be in very fair financial shape. Cur- 
rent assets totaled $19,500,000, includ- 
ing $13,650,000 inventory account. Cur- 
rent liabilities ‘totaled $7,000,000, in- 
cluding $3,000,000 short term notes 
(paid off October 15, 1915) aid $1,125,- 
000 dividend scrip. The difference, 
$12,500,000 represents the working 
capital of the company. The com- 


pany’s capital consists of $45,000,000 
stock, par $50; there are no bonds. 
Thus it can be seen that more than one- 
fourth of the par value of the stock is 
represented by net liquid assets. In 
addition to its plant property, works, 
equipment, etc., the company owns real 
estate valued at $439,543 and sundry 
securities valued at $766,653. The total 
book value of company’s assets is $74,- 
428,399. ; 

Current earnings have been estab- 
lishing new records, the demand for 
bars and billets has been far greater 
than the company has been able to 
supply. Recently a 60,000-ton rail con- 








YEARLY PRODUCTION OF 
CAMBRIA STEEL 


-—— Production (Tons)——_—_, 
Shipments 
(Finished 
Product) 
783,922 
1,062,737 
1,038,634 
656,382 
783,081 
646,693 
325,316 


Ingots 
1,188,240 
1,495,546 
1,382,650 

973,457 
1,087,548 
1,010,940 

525,637 


Pig Iron 


1914 ....... 858,580 
1913 .......1,006,172 
1912 ....... 972,758 
1911 ....... 767,499 
1910 ....... 806,865 
USED .ccccce Catan 
1908 ....... 369,543 








tract was secured from Russia, and is 
now being turned out. There is no 
doubt but that Cambria is in a position 
to increase its dividend if the manage- 
ment so desires, dividend action, how- 
ever, is not due again until next Janu- 
ary, and it may be that by that time 
the much-talked-of merger will have 
come to pass. With plants at capacity 
and steel products commanding fancy 
prices, Cambria’s management expects 
that 1916 earnings will exceed by a 
large margin the record earnings of 
1913. For the first six months of next 
year capacity production is already as- 
sured this company. The accompany- 
ing table shows production of the com- 
pany for the past seven years: 
Position of the Stock 

As shown by Graphic 2 Cambria 
stock, which is listed on the Philadel- 
phia Stock Exchange, touched a high 
of 76% this year, which is 20 points 
higher than it sold any other year in 
its history. It is now selling close to 
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its high point. As the par of the stock 
is $50 at 75 it is selling at 150% of its 
par value. Nothing that the company 
has shown in the past would seem to 
justify so high a price. For the twelve 
years ended December 31, 1914, the 
company earned an average of 7.6% 
per annum on the stock, before deduct- 
ing anything for additions and better- 
ments. This is hardly a record that 
would justify the stock selling over 
par, $50, even admitting that the present 
prospects and earnings of the company 


are the best in its history. Present 
conditions in the steel trade are abnor- 
mal, but that does not say that they 
will continue to be abnormal indefin- 
itely. At present demand exceeds pro- 
duction, but all steel mills are greatly 
increasing their output, and it is inevit- 
able that sooner or later production 
will equal demand and finally exceed it, 
causing the reaction that always fol- 
lows a boom in any industry. It is 
what the company can earn over a 
period, including both good and bad 
times, that is the best indication of 
what its stock is worth. 

In the case of Cambria, however, im- 
proved earnings is not the only thing 
that is putting up the stock. It is be- 
lieved by many that if a strong com- 
bination of independent steel com- 
panies, such as Cambria, Youngstown 
Sheet & Tube and Lackawanna Steel, 
could be got together possibilities 
exist of expanding and developing the 
business to such an extent that the 
present high valuations placed on the 
stocks of these companies will be more 
than justified. But this, of course, is 
problematical, and the present status 
of Cambria Steel is insufficient of itself 
to justify the high level at which the 
stock is selling. 
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The irregular movement in the industrial quarter is not regarded as significant. 
Houses who have been right for months are as confident as ever that issues of the 
latter class will come to the front again sooner or later in a new upward swing and 
a representative of one of the most successful of these concerns comments on the 
market and the war specialties thus: “We have to look facts in the face. Peo- 
ple hostile to the market because they are short or because they want to get in 
again on a break, charge heavy realizing. There has been a lot of profit taking, 
of course. But my observation is that there is a good deal of bear selling in guise 
of distribution, that, as a rule, good stocks are in very strong hands, that the short 
interest is heavy and growing and that the technical position is much sounder than 
is generally believed. The buying of and advance in Union Pacific, the Hill 
stocks, Erie and the coalers ne me doubt that any reaction of importance will 
materialize now. As to the war stocks, the real ones, I think, are all right. They 
have their setbacks now and then, but they come back. Bethlehem is not far from 
500 and General Motors reaches new figures every day. These stocks are held by 
rich people to whom a 25-point fluctuation either way, means little, as they are 
playing for a long pull and know that earnings warrant existing and even higher 

prices.”—Windsor in The Boston News Bureau. 


































Is It Time to 


Take Profits? 


The Bull Market of 1915—Is It OverP—How the Public 


Loses in Stocks—Some Pertinent Comments on Present 
Conditions 





By SCRIBNER BROWNE 





URING the recent period of rela- 
tively high prices and active trad- 
ine in the New York stock market 

there have been many newspaper warn- 
ings to the public not to speculate, some- 
times accompanied by grewsome pic- 
tures of the horrible end of the “stock 
gambler” after all his savings have been 
lost in the “inevitable decline” and he 
finds himself reduced once more to the 
painful necessity of earning his money 
by “honest labor.” 

As we all know, most of these solemn 
warnings are written by men who have 
very little definite knowledge of what 
they are talking about. It may be added 
that they are usually lacking in discrimi- 
nation and frequently insulting to the in- 
telligence of the reader. They generally 
class all the public together as lambs led 
to the slaughter, overlooking entirely the 
very large class of intelligent investors. 

Nevertheless, sweeping aside their su- 
perficial absurdities and shortcomings, 
these warnings are in essence sound and 
sensible. It is quite true that the specu- 
lative public generally buys at high prices 
and even investors who are old enough 
to know better are sometimes found do- 
ing the same thing—not even excluding 
some of our most conservative institu- 
tions, such as savings banks and insur- 
ance companies. 

What the Records Show 

The diagram which accompanies this 
article shows very emphatically, in graphic 
form, the extent to which the public buys 
at high prices and forgets the market 
when prices are low. It will be noted 
that with scarcely an exception the total 
sales on the New York Stock Exchange 
are large at high prices and very small 
at low prices. Notice the small transac- 
tions at the low level of 1904, in the sum- 
mer reactions of 1905 and 1906, during 
the very low prices of the last half of 
1907 and first half of 1908, in the first 


half of 1911 and in 1914. On the dther 
hand, see the rapid increases in business 
whenever prices rise and while they re- 
main high. 

Sustained activity in the stock mar- 
ket, such as is shown by a high monthly 
total of sales, always means the same 
thing—public buying. Individual days 
of big volumes may and frequently do 
have other causes, such as a few days of 
panic or a sudden burst of professional 
activity on some unexpected piece of 
news, but none of these causes will bring 
sustained activity for a month at a time. 
It takes the public to do that. 


Why They Buy at the Top 


The principal reason why the public 
buys at high prices is “psychological,” as 
our honored president might say. The 
public bases its stock market operations, 
generally speaking, on news instead of 
on prices. Everybody knows Roths- 
child’s maxim—which comes pretty near 
summing up all that can be said about 
the science of speculation—“Buy low, 
sell high.” But can you imagine a big, 
excited public market based simply on 
the fact that prices are low? 

It is the appeal to the imagination that 
brings in the buyers. Rumors of big 
profits, deals, pool operations, great pros- 
perity just around the corner, “tips” from 
sources that have repeatedly “been right” 
—these are the food for the public ima- 
gination, and these are also, for that very 
reason, the accompaniments of high 
prices. 

The Hog in Human Nature 


There is nothing surprising about 
this when you stop to reflect on the com- 
mon characteristics of mankind. The 
business man who is so grasping that he 
overreaches himself, alienates customers, 
disgusts those who sell to him and 
breaks down the esprit de corps of his 
employees, is common enough, Heaven 
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knows, all the way from the keeper of a 
fruit stand who sells you rotten bananas 
(apparently to insure your never coming 
back) to the railroad financier who shears 
the public until it turns and rends him. 
It is in fact rather difficult to find a man 
who does not at times suffer from this 
selé-defeating greed. And in the market 
there is no check to greed, for buyers 
and sellers do not know each other and 
there is no such thing possible as an 
established business policy in speculation. 

Mankind in the mass never gets 


enough and never knows when to quit. 


A New Public Every Time 


It is also essential to remember that 
every stock market boom brings in a 
new public. In every three or four year 
period which elapses between one big 
boom and the next, about 10,000,000 
American babies are born and another 
10,000,000 young persons reach that age 
of indiscretion where they want to specu- 
late in stocks. 

As fast as one 10,000,000 is partially 
educated by having lived through a boom 
and the ensuing decline, another 10,000,- 
000 comes along ready for the same proc- 
ess of education—and education, espe- 
cially in the school of experience, is near- 
ly always costly. 

The importance of this fact can hardly 
be over-estimated. How easy is it, for 
example, for you to get your boy to profit 
by your experience? You have “seen 
the folly” of a great number of things 
‘in your life-time—but he wants to see the 
folly of them too. He thinks you and I 
are old fogies, and probably we are. 
That is where he has the best of the ar- 
gument. So the result is that he has to 
learn for himself. And 10,000,000, or 
even 1,000,000 people trying to learn to 
speculate make a boom which may be- 
come irrational. 


The Present Market 


The bull market of 1915 has been one 
of the most peculiar in the history of the 
country. In the face of by far the great- 
est and most destructive war ever waged, 
stocks have risen sharply and almost con- 
tinuously. All the solemn lucubrations 
of the political economists about exhaus- 
tion of capital and paralysis of industry 


have gone for naught. It has been the 
harvest time of the incurable bull. The 
cautious, the “conservative,” those who 
were guided by experience gained dur- 
ing the last thirty or forty years, have 
usually been “left at the post.” 

The result is that a great many people 
are now talking about “new conditions,” 
a “new kind of market,” “war prices,” 
and so on, as though all the lessons of the 
past must now be thrown aside. It is 
true enough that every period has its own 
distinct characteristics, so that historical 
parallels are frequently misleading. But 
there are certain fundamental principles 
that remain the same. One of these is 
that every boom is sooner or later fol- 
lowed by a decline. 

To those who were watching the mar- 
kets in 1900 and 1901, this talk about a 
“new era” has a familiar ring. Almost 
the whole financial world then became 
convinced that old things had passed 
away, that big combinations of capital 
were to usher in totally different condi- 
tions of business, that the economies of 
big-scale industry were to permit huge 
profits previously unknown. We. all 
know how it turned out. There were 
economies resulting from the great com- 
binations—but there were also disad- 
vantages, new difficulties to be overcome, 
many cases of dishonest management 
and inside profits at the expense of stock- 
holders. The final result was that the 
“new era” turned out to be very much 
like the old era on a larger scale, 


Time for Caution 


He would be a bold prophet who 
should now attempt to say whether the 
1915 bull market is over, or how much 
farther it may go. I am certainly far 
from claiming to be any such soothsayer. 
But it requires no soothsaying ability 
whatever to predict that many of those 
who are now buying at high prices are 
going to sell out at lower prices. That 
fundamental truth will hold in regard to 
every bull market that we ever had or 
ever shall have. 

Prices may go higher—very much 
higher; some stocks may sell higher 
without carrying the rest of the market 
with them; we may have seen the climax 
of the general movement, aside from 
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securities influenced by special factors. 
But “be that as it may”—to quote a noted 
vaudevillain—certain facts stand out as 
indisputable : 
_ (1) We have had a big advance in in- 

dustrial stocks and a fair upward move- 
ment in the rails. 

(2) Prices of very few stocks can 
now be considered actually low. 

(3) Prices of many securities are now 
high as compared with previous years. 

(4) The time to buy is when they are 
low—and that is not the present time. 

In other words, this is a time when 
good profits—and many people now have 
these good profits—should be taken, re- 
gardless of whether we are to have a 
further rise or not. This is especially 
true of: the industrials. As to the rails 
and coppers there may be some doubt, 
but even there I believe that those who 
have large profits in their open trades 
should not refuse to nail down at least 
a part of them. 


The Rails 


Standard railroad stocks have had a 
rise extending to twenty points or more 
in the most active issues. This is not 
a big advance, certainly; but it must be 
remembered that there are many features 
in the railroad situation that militate 
against a big advance. 

Rate advances have not been sufficient 
to catch up with the very much higher 
costs to which the roads are now sub- 
jected. At the moment the roads are 
carrying an enormous business, resulting 
partly from the war orders and partly 
from the big crops. This has brought 
their earnings up. But many of the 
roads are poorly equipped to handle a 
heavy business. Equipment has not been 
kept up to the highest standard during 
recent years of poor business and in some 
cases maintenance of way has been al- 
lowed to run down. Congested tracks 
mean a rapid rise in expenses. Prices of 
materials are rapidly rising and labor 
may be expected to demand its share of 
any increase in profits. The war busi- 
ness is necessarily temporary. Will do- 
mestic trade expand enough t& take its 
place when the war demand is over? 

Without being a bear on railroad 
stocks, I see no reason to expect a con- 


tinuous advance in prices and do not be- 
lieve any holder will suffer by taking 
profits “on the bulges.” It will be strange 
indeed if there are not good opportuni- 
ties to repurchase. 


Coppers 


The situation is somewhat different in 
regard to the copper stocks. The use of 
copper metal in the war has far exceeded 
expectations and apparently it must re- 
main high in price so long as the war 
lasts. The domestic demand for copper 
in the United States has so far been 
light since the war began, and for that 
matter for several years before that date. 
It cannot remain light indefinitely, for it 
goes hand in hand with the rapidly grow- 
ing development and use of electricity. 

The Americas must supply nearly all 
the copper used in the war or in any 
other way. The supply has been some- 
what enlarged through the opening of 
new mines but it still remains limited. 
Costs of production have been reduced 
by new processes at several mines so that 
profits are larger than ever, while the 
present high price is permitting mines 
to operate that have been unable to make 
a profit for several years past. 

There seems to be no reason for haste 
in selling the copper stocks. Many are 
predicting that the metal will rise well 
above the twenty cent level and that cer- 
tainly seems entirely possible. The 
copper stocks would undoubtedly respond 
to such an advance in the metal. 


Industrials 


It is difficult to generalize in regard 
to the industrials because they are in- 
fluenced by so many and such diverse 


factors. So far as I am concerned | 
would prefer to keep out of the war or- 
der stocks. Another wave of specula- 
tion might carry them higher still, but 
they are already high. No one can “bu 
low” among the war order stocks now. 

Some industrials, like the rails, have 
advanced but little and if the market 
should get a jar from some piece of bad 
news the investor could select issues 
which might safely be bought and held. 

In spite of the fact that stock prices 
are now in many instances high and in 
almost no case low, I see nothing espe- 
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cially bearish in the situation. On the 
contrary, 1916 is likely to be a prosper- 
ous business year and with the almost 
unparalleled ease of money there is no 
reason to expect any big decline in the 
general market. Peace rumors that car- 
ried any real plausibility on their face 
would doubtless cause a very sharp de- 
cline in the war order section of the list. 

I believe we shall see new financing in 
the first half of 1916 on a much larger 
scale than for several years past and 
that will use up some of the capital that 
has been going into the issues now listed. 
I am inclined to doubt whether we shall 
lend much more money abroad. The 
longer the war lasts the more hesitancy 


American invesfors are likely to show 
about taking foreign bond issues. On 
the other hand, our rising commodity 
prices mean that more and more money 
will be required to handle the business of 
the country. 

In short, it seems as though we might 
see that “two-sided market” that has 
again and again been predicted during 
the past eight months. 

The point to be emphasized just now 
is that the successful investor will avoid 
buying high and will remain calm even 
though prices advance further after he 
has taken his profits. He can afford to 
let the more active speculators have a 
little bit off the top. 








Cramp Shipbuilding 


ILLIAM CRAMP & SONS SHIP 

& ENGINE BUILDING CO. is 

a concern that has come rapidly 

to the front in the past year. The 

opening of the Panama Canal and the 

scarcity of ships caused by the Euro- 

pean war has been a powerful stimulus 

to the shipbuilding trade in this coun- 

try. It is hoped that it will result in 

the building up again of the American 

merchant marine, and that the ship- 

building industry will enter into an ex- 
tended period of prosperity. 

By stopping divident payments dur- 
ing the last thirteen years Cramp Ship- 
building put itself in a strong enough 
financial condition to take full ad- 
vantage of the increased opportunities 
for business. That the company has a 
big earning power its reports for the 
last two years tend to indicate. For 
the year ended April 30, 1915, over 15% 
was earned in the $6,098,000 (par $100) 
capital stock, and for the year ended 
April 30, 1914, 13.90% was earned. 

The present prosperity of this com- 
pany is assured for at least two or 
three years to come as shipbuilding 
companies are now taking orders for 
vessels that far ahead. Practically all 
the Cramp business was taken on very 
favorable terms as the management 


saw the hand-writing on the wall and 
did not hurry to fill up its books with 
orders the early part of last year. It 
waited until the demand became more 
pressing and secured the benefit of 
advances of from 25% to 35% in bid 
prices for ships. 

It is estimated that Cramp Shipbuild- 
ing will earn close to 25% for the fiscal 
year ended April 30, 1916, and as it 
is booked up well into 1917 with orders 
taken on very favorable terms earn- 
ings for the year ended April 30, 1917, 
will undoubtedly be still better, prob- 
ably as high as 35%. 

The stock of William Cramp & Sons 
Ship & Engine Building is listed on the 
Philadelphia Stock Exchange and is 
also traded in on the New York Curb. 
It is at present selling in the eighties. 
In view of the strong financial position 
of the company and its present large 
earnings it is very likely that dividends 
will be resumed on the stock early next 
year. While the stock has had a con- 
siderable advance this year, it having 
sold in the early part of the year as 
low as 18%4, the improved outlook for 
the company would appear to justify 
this advance and even at present levels 
the stock looks like an attractive specu- 
lation. 
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What Thinking Men Are Saying 


About Financial, Investment and Business Conditions 





Paish on Britain’s Credit Mobilization 


RITAIN’S plan to mobilize credit by 
buyi ing or borrowing American 
and Canadian securities owned in 

those two countries has aroused a great 
discussion. On one hand there is the 
fear that this will mean the deflation of 
values, while the other, and what is ac- 
cepted as the more logical view, is that 
such action will stabilize values since it is 
not the intention of the foreign govern- 
ment to dump such securities on the 
open market but merely to use them as 
collateral for loans. On this important 
topic, Sir George Paish, a recognized au- 
thority on British financial matters, 
—_* 

“Practically speaking, Great Britain has to 
provide all the money needed to settle the 
American favorable trade balance. For 1915 
the excess of exports will probably reach 
$1,750,000,000, and after allowing for payment 
of interests, freights, etc., the balance in favor 
of the States will probably reach $1,350,000,- 
000, of which about $400,000,000 will be settled 
in gold, $460,000,000 by the recent Franco- 
British loan, and the balance of about $50,- 
000,000 by sales of securities. 

“In 1916 the balance in favor of the States, 
in view of the great quantities of goods al- 
ready ordered, may not be far short of $2,500,- 
000,000, and after allowing for interest and 
other payments, the net balance in favor of 
the States may be in the neighborhood of 
$2,000,000,000. With such a prospect it was 
essential that Great Britain should mobilize 
her American securities and make necessary 
a for payment of so great a sum.’ 

he Manchester Guardian questions the 

soundness of the whole plan, saying: “There 
are obvious objections to government inter- 
vention as a purchaser or borrower. It sends 
up the price of securities against the govern- 
ment. When the government meddled in the 
sugar the market beat it. The market as- 
suredly will beat the government if it tries 
to buy securities. In fact, the offer to buy 
securities at market prices is an invitation to 
dealers to rig the market against it.” , 


* * * 
“America Can Lead the World”—Gary 
JUDGE GARY predicts that the 


United States can be leader of the 
world when the war is over, and that 


England will adopt protective tariffs. He 
Says: 

“The longer war lasts, worse it will be 
for those engaged and better for this country. 
With cost of war $40,000,000,000 annually, loss 
of productive capacity by death of 4,000,000 
men annually and disablement of twice that 
number, the comparative growth of the United 
States must be very greatly increased. Future 
conditions, however, in this country will be 
largely determined by the attitude of the gov- 
ernment toward capital and business.” 


* * * 


“Preparedness, But Pay-as-You-Go” 
—Vanderlip 


FRANK A. VANDERLIP, president 

of the National City Bank gives em- 
phatic endorsement to the part of the 
President’s address recommending pre- 
paredness for war: “I am for pre- 
paredness, but only on the basis of pay- 
as-you-go.” 














GOLD LUST. 
“The deeper Europe sinks in gore, 
We only swim in gold the more.” 
—Kladderadatsch, Berlin. 
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Mr. Vanderlip did not approve of the tax 
proposed by the President on steel products 
on the ground that it might place this coun- 
try at a disadvantage in competing for foreign 
trade. He agreed, however, with the sugges- 
tion that this difficulty could be overcome by 
exempting all steel products destined for ex- 
port. He was in favor of the tax on automo- 
biles, and expressed the opinion that a heavy 
progressive tax levied on luxuries of a baneful 
character was the most desirable source of in- 
come. 


* * * 
Millions for Defense 


AN increase of nearly 300 per cent. 

over the sum spent last year for big 
guns, coast fortifications and ordnarice, 
included in the general preparedness 
scheme is asked for in the Fortifications 
bill prepared by the War Department. 
Last year $6,060,216 was spent; this 
year, $23,305,123 is asked. 


The bill provides for $2,533,000 for new 
coast-defense works, and itemizes eighteen 
new emplacements to be constructed as 
against eight built last year. Reference is 
made to the authority granted last year for 
the acquisition of a -site at Cape Henry for 
this purpose. Appropriations of $1,867,000 
for the purchase of other new sites for forts; 
$3,000,000 for ammunition for sea coast guns, 
of which $1,900,000 would go into armor- 
piercing shells, and authority to contract for 
an additional $3,500,000 in ammunition are in- 
cluded. 

The entire proposals represent the last 
year’s expenditure on coast defenses and other 
work in the development of big guns undet 
the Administration plan to spend $80,000,000 
for this purpose in the next four years. 


* * * 


Half Million Dollar Incomes 


New York State has 102 citizens who pay 
taxes on incomes of $500,000 or more, ac- 
cording to the figures of the United States 
Commissioner of Revenue. There are 943 per- 
sons avho pay taxes on incomes of $100,000 or 
over. The report of the Commissioner also 
shows that the return from the country at 
large for the fiscal year totaled $41,046,162.09, 
exclusive of the tax on the incomes of cor- 
porations. 

The incomes of $100,000 or more in New 
York were as follows: From $100,000 to 
$150,000, 426; from $150,000 to $200,000, 158; 
from $200,000 to $250,000, 99; from $250,000 
to $300,000, 65; from $300,000 to $400,000, 66; 
from $400,000 to $500,000, 27, and $500,000 
or over, 102. 

In New York those with incomes totaling 
$100,000 to $150,000 numbered 426, while 
Massachusetts came next with 126. 











“WARMING UP.” 
—Baltimore Daily News. 


Nearly Ten Billions in Crops 


MERICAN farm crops and animal 

products last year were worth 

the unprecedented sum of $9,873,000,- 
000. 


Secretary Houston, of the Depart- 
ment of Agriculture, in his annual re- 
port adds that the amount probably 
will be eclipsed by the present year’s 
showing. 

This valuation is an increase of about 
$83,000,000 over 1913, hitherto the 
highest ever recorded. 

The increase occurred in the face of 
a decline in cotton from 12.5 cents a 
pound for the 1913 crop to an average 
of 7.3 cents for 1914. The total value 
of the 1913 cotton crop, estimated at 
$846,000,000, was $283,000,000 more 
than the 1914 crop, although the latter 
was fourteen per cent greater in quan- 
tity. The report says in part: 

“Between August 1, 1914, and February 1, 
1915, exports were $1,157,000,000. Of the 
total value of exports, $662,000,000 repre- 
sented agricultural and only $495,000,000 
non-agricultural commodities, chiefly manu- 
facturers. 

“The total agricultural exports in the year 
ended June 30, 1915, practically the first 
year of the war, were $1,470,000,000, an in- 
crease of $356,000,000, or 32 per cent. over 
the preceding year, and of $433,000,000, or 
nearly 42 per cent. over the average of the 
five years 1910-1914,” 
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Retiring National Bank Circulation 


EW regulations for the method of 
retiring national bank circulation 
and of refunding United States 2 per 
cent bonds, as provided for by the Fed- 
eral Reserve Bank act, has received the 
approval of Secretary McAdoo. A 
statement from the Treasury Depart- 
ment on the subject says, in part: 


“On and after December 23, 1915, when 
Section 18 becomes effective, any national 
bank may submit to the Treasurer of the 
United States application to sell at par and 
accrued interest any bonds securing circula- 
tion which the bank desires to retire. On 
March 31, 1916, and quarterly thereafter, the 
Treasurer of the United States will submit 
to the Federal Reserve Board a list of all 
applications to retire circulation that have 
been received at least ten days before such 
date. The board will pass upon such ap- 
plications and will advise the Treasurer of 
any bonds allotted to the Federal Reserve 
banks for purchase. 

“The Treasurer will then call on the Fed- 
eral Reserve banks required to purchase the 
bonds to deposit lawful money therefor, 
and after receipt of such deposits the Treas- 
urer will cover into the Treasury such sums 
as may be necessary to redeem the notes to 
be retired, will remit the balance to the 
banks selling the bonds, and transfer title 
of the bonds to the Federal Reserve bank 
acquiring them. 

* * * 


Why the Income Tax Fell Short 


N commenting on the first year’s re- 
turns from the Federal Income 
Tax, the New York Evening Post says: 


Representative Underwood pointed out, in 
July, 1914, that the tax as a whole had been 
operative for only ten months of the calen- 
dar year 1913, and that the supertax on 
large incomes had become operative only 
after the passage of the bill in October. As 
the period in which it applied in regard to 
this class of incomes, besides being so short, 
did not cover either of the great dividend 
dates—January 1 and July 1—he regarded 
the tax collected during the fiscal year end- 
ing June 30, 1914, as equivalent to little 
more than half a year’s tax. The total was 
about $28,250,000, or far less than the $45,- 
000,000 which the Treasury had estimated. 
The figures for the year ending June 30, 
1915, as made public on Saturday by the 
Commissioner of Internal Revenue, show 
that Representative Underwood's forecast of 
the future was too hopeful. The increase 
does not double the first year’s collections, 
but adds only half again as much to them. 
There is an added revenue from this source 
of $13,000,000, or nearly that, making the 
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whole return $41,046,162—a sum still short 
of the initial forecast of $45,000,000. More- 
over, it is thought that several millions of 
income taxes held back under the provision 
of ten days’ grace after June 30, 1914, ap- 
peared as receipts for the fiscal year just 
closed, though really belonging to that pre- 
ceding. But it is to be pointed out that 
there was a marked decrease in the returns 
from large corporations, which had ap- 
parently suffered much during the earlier 
part of the fiscal year. 


* , s 
“Government Should Own Telephones 
and Telegraphs”—Postmaster- 
General Burleson 


[NX his report on conditions in the Post 


Office Department, Postmaster- 


General Burleson says: 


“As soon as practicable the telephone and 
telegraph systems of the United States 
should be incorporated into the postal 
establishment.” 

Mr. Burleson’s annual report gives 4 
glowing account of the success of the par- 
cel post, récommends safer mail cars, points 
out the great cost of the rural free delivery 
service and suggests the establishment of 
an aerial mail service. 

A statement covering the important feat- 
ures of the report read in part: 











WHAT THINKING MEN ARE SAYING 








“In his annual report upon postal admin- 
istration during the fiscal year 1915 Post- 
master-General Burleson announces an 
audited deficit of $11,333,308.97, caused by 
the European war and large increases in 
expenditures which were mandatory under 
the law. The cost of the war to the postal 
service is estimated at $21,000,000.” 


* * * 
Pinch of Famine in Germany 


ORE and more the question of food 
is assuming importance in Ger- 
many, says The Outlook. 


More and more the question of food is 
assuming important. When the German 
Reichstag met on Tuesday of last week, its 
President declared that German economic 
resources were intact; that Germany had an 
abundance of corn and potatoes; that hard- 
ships undoubtedly existed and prices were 
excessive, but that the organization of pro- 
vision markets and the regulation of prices 
now going on would remedy the difficulty. 
Other German authorities point out that 
food supplies may now be expected from the 
East, since the route from Berlin to Con- 
stantinople is open. On the other hand, 
several German papers have been suppressed 
for printing articles about the food question, 
while Amsterdam papers assert that serious 
rioting has taken place in Berlin—that on 
one occasion several thousand women gath- 
ered before the Imperial castle and de- 
manded the return of their husbands from 
the front and improvement in food condi- 
tions, and that the women had to be dis- 
persed by the police. Reports from several 
German cities show that prices, especially 
of meats and fats, are all but prohibitive. 
There is much talk about chemical substi- 
tutes for foods; and we even hear of one 
German professor who delivered a “master- 
ly address” on the digestive and nourishing 





A STORY WITHOUT WORDS. 
—The Sun. 


properties of wood. Pitiful accounts come 
from Warsaw of distress and _ starvation; 
and it is stated that 300,000 people there 
are objects of local charity. No doubt 
zerman efficiency will be able to deal with 
the situation in as capable a way .as the 
circumstances permit; but that the food 
question is a matter of growing and critical 
importance cannot be doubted. 








THRIFT 





66 1 
ful habits. 


HE thrift habit is a sister to a good many other beauti- 
Thrift implies industry, and, of course, 


thrift is economy, and economy means the care of 
things and their proper use. You do not waste anything that 


can be used. You save it, care for it, preserve it. 
should early be taught the savings-bank habit. 


Children 
Such children 


will grow up—at least most of them will—able, courageous, 
helpful and willing.".—New York American. 




















Progress of Federal Reserve Banks 


Defects of the System, as Shown by a Year’s Experience— 
Changes Suggested—Recent Rulings of the Board 





By WILLIAM T. CONNORS 





PART II 


that the new Federal Reserve 

Banks are a gratifying success and 
that they represent a great improvement 
in the banking methods of the United 
States. They have not yet been called 
upon to meet the conditions of strain 
which the system was primarily intended 
to obviate or correct, and therefore the 
most convincing demonstration of their 
importance has not been possible. But 
much has been already accomplished. 

It is inevitable, however, that any new 
plan of such broad scope and involving 
such a complicated adjustment of de- 
tails as the Federal Bank plan should 
show some weak points where improve- 
ment might be possible, after a year's 
trial. Some of these weaknesses, sug- 
gested changes, and recent rulings by the 
3oard in the direction of wider useful- 
ness will be discussed in this article. 


Number of Banks Now Fixed 


It will be remembered that the pres- 
ent system grew out of the extensive 
investigation set on foot by the late Sen- 
ator Aldrich. The Aldrich plan called 
for a single Central Bank, but the Ad- 
ministration and Congress were afraid 
of the tremendous power which might be 
exercised by such a bank. The result was 
that the Federal Reserve Law as passed, 
provided for eight to twelve separate 
banks but all under the partial control of 
a central board at Washington. 

The Organization Committee decided 
upon the largest number permitted by the 
law, twelve. The law, however, says that 
the districts “may be readjusted and new 
districts created by the Federal Reserve 
Board, not to exceed twelve in all.” 

The question then arose whether the 
Board had the power to reduce the num- 
ber of districts or to move a Federal Re- 
serve Bank from the city where it was 
placed by the Organization Committee 
and locate it in another city. 

Attorney-General Gregory 


7 wee can be no serious question 


recently 


handed down his opinion to the effect that 
this could not be done by the Board, but 
only by Congress. The result is that the 
twelve banks will undoubtedly remain as 
established, for it would be exceedingly 
difficult to get Congress to remove a 
Federal bank from any of the cities 
where one has been placed. There was 
a great deal of rivalry among the various 
cities for these banks and a loud howl 
would go up from any city which now has 
a bank if Congress were to consider re- 
moving the bank to some rival city. 

The number of the banks has been 
much criticized. Many influential bank- 
ers still believe that the one central bank 
offers the ideal plan. Others think there 
should be more than one, to accommodate 
different sections of the country, but that 
half a dozen at most would be sufficient. 

Many believe that we now have an ex- 
ample of too great centralization in the 
Interstate Commerce Commission. That 
Commission acts as both judge and jury, 
as prosecuting attorney and as overseer 
of details. Is it possible for one body 
of a few men to occupy at the same time 
all these diverse attitudes without con- 
fusion and with exact justice to all par- 
ties? Most of the railroad men say No. 
And if there is doubt about the desirabil- 
ity of such an arrangement for the con- 
trol of the railroads, there must be more 
doubt about any similar plan for the con- 
trol of the banks, the gold supply and 
the money markets—the most intricate 
and delicate of all our economic ma- 
chinery. 


Banks Not Earning a Profit 


One of the principal objections raised 
is that the Federal banks are not now 
earning interest on the capital invested 
in them by the National banks of the 


country. Many bankers ask why they 
should be required by law to invest their 
money where practically no return is se- 
cured. | 
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James B. Forgan has expressed this 
view, and has suggested, as a move to 
aid the Federal banks in earning divid- 
ends on the capital invested in them, that 
the proportion of paid-up capital be re- 
duced by two-thirds. At present the Re- 
serve Banks are not making use of their 
capital and in the present money market 
it would be almost impossible for them 
to use it profitably enough to permit the 
payment of dividends to the member 
banks which have put up the money. 

Paul Warburg, of the Federal Reserve 
Board, has also expressed the view that 
such a change may be desirable “so as to 
reduce, as far as possible, the conscious 
and sub-conscious pressure to force the 
funds of the Federal Reserve Banks into 
actual employment at times when these 
funds should be properly withdrawn or 
held idle.” ’ 

This puts the matter on a somewhat 
different basis, and probably a sound one, 
for there would apparently be no reduc- 
tion of the element of safety by reducing 
paid-in capital. The Advisory Board 


has formally recommended. that paid-in 


capital be reduced to one-third the pres- 
ent requirements, leaving the total sub- 
scribed capital and double liability as at 
present. 

It is argued, on the other hand, that 
the banks get indirect benefits which am- 
ply compensate them for the loss of in- 
terest on paid-in capital. ‘These indirect 
returns,” says the People’s National 
Bank of Pittsburgh, “come in the form 
of insurance against currency famine 
in periods of financial stress; in the re- 
duction of the percentage of reserve re- 
quired to be held against deposits ; in the 
greater availability of gold reserves 

and, incidentally, in the rules 
requiring more complete credit informa- 
tion from commercial borrowers.” 

All bankers will no doubt agree that 
the declaration of dividends on the paid- 
in capital stock should be strictly a sec- 
ondary consideration. The Federal Re- 
serve system is primarily a sort of in- 
surance agency for the benefit of all the 
banks in the country. But the National 
Banks, representing only about one-third 
the total banking power of the United 
States, now have to bear almost the en- 
tire expense of this insurance. State 


banks and trust companies not members 
of the Federal system derive almost as 
much benefit from it as the National 
Banks which pay for it. 


State Banks Have Not Joined 


It is not for lack of efforts on the 
part of the Federal Reserve Board that 
the State banks and trust companies 
have not joined the system. The framers 
of the law contemplated, so far as possi- 
ble, a unified banking system for the en- 
tire country, to include nearly all the 
banking power, and the Board has 
adopted a liberal policy, having ruled 
that banks joining the system under 
State charters may withdraw at their 
option by giving a year’s notice—al- 
though for National banks membership 
is compulsory. 

Nevertheless only thirty State banks 
have joined, although quite a number 
have reorganized and joined as National 
banks. The reason is that under pres- 
ent conditions it does not pay a State 
bank or trust company to join the sys- 
tem. It is easier to let the National 
banks carry the burden, while all other 
banking institutions, as well as the entire 
business of the country, benefit to a 
greater or less extent by the safer and 
sounder general banking conditions pro- 
vided. This is a selfish policy; but the 
State banks may well reply that all busi- 
ness is necessarily selfish and that many 
National banks would not have joined if 
the law had not compelled them to do so. 

Rivalry between the States and the 
Federal Government has also entered into 
the problem. New York State had no 
idea of seeing its powerful banks rob- 
bed of their profit-earning possibilities 
by the reduction of reserves for Na- 
tional banks, and promptly liberalized 
its banking laws to correspond with the 
Federal system. Other States are show- 
ing a disposition to follow the example 
of the Empire State in this resvect. 

In another way the refusal of the 
State banks and trust companies to join 
the new system has partly defeated its 
purposes. In framing the law a strong 
effort was made to prevent the stock 
and bond markets from getting direct 
benefit from it in the form of increased 
supplies of money for speculation. 
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Member banks were permitted to dis- 
count commercial notes, drafts and 
bills of exchange, but those drawn or 
issued to carry stocks or securities, ex- 
cept U. S. bonds, were not included. 

This discrimination against the stock 
market has so far amounted to noth- 
ing, for deposits of New York banks 
have risen unprecedentedly and more in 
proportion than deposits in the banks 
outside of New York, while the call 
money rate has been less than two per 
cent for months. 

It must be admitted that there are 
advantages in the separation of the 
banking power of the country into two 
great divisions—the National banking 
system on the one hand, and the State 
banks and trust companies on the 
other. Greater centralization in any 
line of business brings reduced compe- 
tition ; and the borrower of funds is en- 
titled to the benefits of competition 
among lenders just as the lender should 
benefit from competition among bor- 
rowers. So long as many powerful 
State banks and trust companies—not 
to mention private bankers—remain 
outside the Federal system, the bor- 
rower is in a reasonably independent 
position. 

It is quite possible that this aloof- 
ness of the State banks may prove to 
be a temporary condition. With money 
rates as low as they now are, the Fed- 
eral system is, as we have seen, a 
burden to the National banks, so far as 
direct profits are concerned. But when 
money rates rise, as they inevitably 
must, the Federal Reserve banks will 
undoubtedly be able to pay dividends 
on their capital. Then joining the sys- 
tem will no longer mean an investment 


without return—on the contrary it is 


very possible that excellent dividends 
may be paid, and such a development 
may easily work a considerable change 
in the sentiments of the officers of 
State banks and trust companies, 
Moreover, the natural conservatism 


of the bankers has doubtless prevented 
many from joining a new and untried 
plan. After a few years c* use have dem- 
onstrated the soundness of the Federal 
system and have removed the uncer- 
tainties and doubts from the minds of 





the State bankers, they will naturally 
be readier to join it. 


Comptroller of Currency and Advisory 
Council 


The Advisory Council has recom- 
mended that “work of the office of the 
Comptroller of Currency be absorbed 
and administered by the Federal Re- 
serve Board,” and on the other hand 
the suggestion is understood to have 
come indirectly from the Secretary of 
the Treasury and the Comptroller that 
the Advisory Council itself is a fifth 
wheel to the coach and might as well 
be abolished. Doubtless some degree 
of personal feeling enters into these 
recommendations. 

The Advisory Council consist of 
twelve prominent bankers, including J. 
P. Morgan and James B. Forgan. It 
has no authority but has made several 
recommendations to the Board. It has 
held only occasional meetings and has 
not been active, but no reason is ap- 
parent why it should be abolished. It 
is easy to. imagine conditions under 
which the advice of these leading bank- 
ers might be of great service to the 
Federal Board. 

The absorption of the comptroller’s 
office by the Federal Board would cer- 
tainly tend toward unity of control. It 
may be set down as practically certain 
that if the comptroller’s department 
had not been in existence at the 
time the new law was drawn up, the 
work of the comptroller would have 
been made subordinate to the Federal Re- 
serve Board. There is no advantage in 
having two separate departments of 
the Government to deal with and con- 
trol the National banks. 


Gradual Extensions 


Exchange charges on checks have 
long been a bone of contention between 
bankers and business men. -The ideal 
banking system would make every 
check worth its face value, without ex- 
change charges, in any part of the 
country. The Federal banks have put 
into effect a clearing system for the 
free collection of checks between mem- 
bers, with headquarters at Washing- 
ton, which has been very successful, 
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but the country check problem remains 
unsolved. The simple fact is that the 
collection of these country checks in- 
volves expense which somebody must 
stand and how the expense can be 
eliminated is not yet clear. 

The Federal Reserve Law permits 
National banks to establish branches 
in foreign countries. The National 
City Bank of New York already has 
six branches in Latin America. Smaller 
banks, however, cannot stand the ex- 
pense of these branches and they are 
asking that the law be amended to per- 
mit several banks to establish such a 
branch jointly. It is probable that this 
amendment will be made at the pres- 
ent session of Congress. 

In several ways the operations of the 
Reserve Banks will be enlarged with 
the beginning of 1916. The Treasury 
has announced that Government funds 
will be transferred from other banks 
to Reserve Banks. This is plainly con- 
templated by the law and it is not ex- 
actly clear why it has not been done 
sooner, unless it is because the Re- 
serve Banks nave had so much diffi- 
culty in making profitable use of their 
funds. 


It would also seem that the Sub- 
treasuries, under the new system, con- 
stitute a needless duplication of facilit- 
ies. No reason is apparent why the 
Treasury should continue to engage in 
the banking business now that the Re- 
serve Board has such complete con- 
trol over the National banking system. 

The banks are already dealing in for- 
eign bills of exchange, in bankers’ ac- 
ceptances payable in foreign countries, 
in warrants and revenue bonds, and in 
U. S. bonds and notes. New regula- 
tions recently issued authorize the pur- 
chase and sale of cable transfers and 
domestic bills of exchange. 

The latter item will create a con- 
siderable extension of the business of 
the banks. It will, of course, also per- 
mit a further expansion of credit. 

In fact, the possibilities of credit ex- 
pansion, through the Federal Reserve 
system are growing hand in hand with 
the development of the system. The 
opinion may be hazarded that the time 
will come when the Reserve Board will 
need to keep a firm hand on the throttle 
of money rates to prevent dangerous 
inflation, but as yet that is the least of 
the Board’s troubles. 








The Rockefeller Symbol 


HAT many people have “maligned and condemned” John D. Rockefeller on 
account of his business methods and his success is doubtless true. Some of this 
criticism springs from the envy of those who differ from Mr. Rockefeller 


neither in ideals nor methods, but only in degree of success. 


Some of the opposi- 


tion, however, is a protest against the extreme difference in poverty and wealth 
into which modern industrial conditions are dividing society. 
John D. Rockefeller has become a symbol. He stands in the public mind for 


the economic injustices that are deeply woven into the present social system. Criti- 
cism of Rockefeller the man is childish. He has simply played the game of life as 
efficiently as he could with the cards and according to the rules that present civil- 
ization put into his hands. Under our prevailing forms of life and property it was 
inevitable that someone should do what Mr. Rockefeller has done. If it had not 
been he it would have been another.—The Globe. 

















Big Forward Leap In Business 


Sharp Rise in Bank Clearings, Commodity Prices and Steel 
Orders— Iron and Copper Higher— Money Rates 
Unchanged 





APIDLY rising prices and a sharp 
increase in the volume of business 
is the story of December through- 

out the entire United States. 

Bradstreet’s Index has reached the 
new high point of 10.65, a rise of 24 per 
cent. since June, 1914, and 38 per cent. 
since 1908. The London Economist's 
Index stands at 3,500, which is an ad- 
vance of 37 per cent. since the war began. 
‘Such a sensational upswing in general 
prices is always accompanied by increased 
business activity. 

Bank clearings outside New York City 
were $7,553,000,000 in November and 
promise to be still larger in December. 
This is a new high record figure for any 
month in our history, and represents a 
gain of 20 per cent. over November, 
1913—comparisons with 1914 having 
little value. However, since the average 


Average 
Money 
Rate 


Average 
Money Rate 
Prime Com- 
mercial Paper European 

New York. Banks. 

December, 1915 5 

November, 1915 

etober, 1915 5 
December, 1914 5% 
“ 4% 


4% 


*Affected by the new Federal Reserve System. 
Total Bank Clearings 
a nk of U. S. 
earin 
of U. e 
(Millions) 
November, 1915.. $19,382 
October, 1915... 20,147 


Excluding 
N. Y. City 
(Millions) 


$7,553 
7,407 


Per cent. 
Cash to 
Deposits, New 
York Clearing- 
house Banks.* 

17.6 
5 17.7 
18.1 
19.2 
25.8 
5 25.4 
26.1 


Balance of Gold 
Movements 
—Imports or 
Exports 
(Thousands) 


Im. $76,731 


price-level is up 15 per cent. from No- 
vember, 1913, the actual increase in 
quantities of goods moving is not so 
startling—especially in view of the fact 
that our population has also increased 
about 3 per cent. in the two years. 

Total bank clearings, including New 
York City, fell off nearly a million from 
October, owing to a decrease in stock 
exchange activity. 

Our exports keep on growing, and con- 
sequently the balance of trade in our 
favor continues to pile up, with the 
natural result of a steady and liberal flow 
of gold imports. As yet there is nothing 
in sight to check this tendency. 

The outlook in general is for continued 
high prices and for the spread of busi- 
ness activity into lines which have not 
yet got the full benefit of renewed 
prosperity. 

Per cent. 

Loans to 
Deposits, New 


York Clearing- 
house Banks.* 


91.5 
91.5 
88.6 
103.2 
102.0 
102.5 
100.8 


Bradst’s In- 
dex of Com- 
modity Pes. 


10.65 
10.38 
9.98 
9.03 
9.23 
9.54 
8.98 


English In- 

dex of Com- 

modity Pcs. 
3,500 
3,371 
3,336 
2,760 
2,661 
2,721 
2,597 


Business 
Failures, 
Total 
Liabilities 
(Thousands) 
$17,696 
21,234 


Balance of Building 
Trade Operations, 
—Imports or wenty 
Exports Cities 
(Thousands) (Thousands) 
$43,032 


Ex. $186,108 43,472 


25,182 
23,908 
14,739 
15,126 


Ex. 79,411 
Ex. 97,302 
1,764 Ex, 125,149 
10,482 Ex. 75,590 
U. S. Steel Price of 
Co. Unfilled Electro. 


Tonrage Copper 
(Thous’ds) fF. Cents 


19.5 
18.9 
18.0 
12.9 
14.2 
17.4 
13.5 


21,749 
29,509 
38,342 
37,929 


Ex. 
Im. 
Im. 
Ex. 
Production 
of Iron 


(Tons) 
(Thous’ds). 


7,134 
377 


5,682 
6,308 
6,546 
6,027 


November, 1914.. 11,082 
= 1913.. 13,895 
ad 1912.. 15,366 
“= 1911.. 14,101 


Babson’s 
Bond 
Average. 


Winter 
Wheat 
Condition. 


87.7 


Wholesale 
Price of 
Pig Iron. 


7,189 
6,165 
3,324* 
4,396* 
7,852* 
4,142* 


3,037 
3,125 
1,518* 
2,233° 
2,630" 
1,999* 


*November. tLast day of mo. 
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When a Railroad “Goes Broke” 


How a Railroad Is Put On Its Feet—The Banker’s Role— 
Drastic and Lenient Reorganizations 





By ALEX M. TOWNER 





Part III. 


N the previous articles of this series I 
showed the various steps taken when 
a steam railroad becomes insolvent, 
the appointment of receivers, and the or- 
ganization of the protective committees. 
The time has arrived to discuss the for- 
mation of a readjustment plan, commonly 
known as a reorganization. 


Drawing Up the Plan 


There have been frequent conferences 
between the receivers and the principal 
holders of the company’s bonds and 
stocks and all are agreed that the com- 
pany should be restored to its stockhold- 
ers. 

The first step is for the receivers and 
various committees to consult some large 
banking firm and get it to study the phys- 
ical and financial needs of the company. 
A member of the firm is taken over the 
road by the receiver, accompanied by the 
railroad expert of the firm, and probably 
by representatives of the various pro- 
tective commiittees. 

After a thorough investigation, the 
banking firm reaches these conditions: 
(a) The two mainline mortgages of 
$10,000,000 each are a first mortgage at 
$20,000 a mile and as strong committees 
represent these bonds, neither issue can 
be disturbed. (b) There are five divi- 
sional bonds of $2,000,000 each, or a total 
of $10,000,000. Of these divisions only 
one has large earning power. The bonds 
which are a first mortgage on this divi- 
sion can not be disturbed, especially as a 
strong committee protects the issue and 
might take over the branch and operate 
it profitably or sell to a competing line. 
(c) The four other divisions are not nec- 
essary to the system. (d) The receivers 
debts of $500,000 must be cared for. 


The Reorganization 


(e) The general mortgage bonds, which 
are a second mortgage on the road, must 
be exchanged for either an income bond 
or preferred stock. (f) Equipment 
trusts must be paid. (g) About $5,000- 
000 of new money must be raised for new 
equipment and terminals, additions, bet- 
terments, reducing floating debt and dis- 
charging expenses of the receivership. 


Fate of Bondholders 


Members of the banking firm inform 
the committees protecting the two main- 
line bond issues that these bonds are not 
to be disturbed and the same state- 
ment is made to the committee repre- 
senting holders of the divisional bonds 
which are a-first lieu on the profitable 
branch. Then follow a series of confer- 
ences with committees representing the 
other four divisional bonds, the general 
mortgage bonds and the stockholders. 
Some of these sessions are very stormy. 


A Waiting Game 


Months may elapse while these vario- 
ous negotiations are in progress. 

But the banking house is calm and im- 
movable, partly so: because it knows the 
divisional band covers no equipment, ter- 
minals or other property. 

As time passes the stockholders be- 
come anxious and the committee repre- 
senting the second mortgage bonds is 
worried, almost discouraged. All these 
maneuvers have been to secure the rail- 
road as cheaply’as possible by the bank- 
ers and to make few concession. to the 
committees representing the four poor 
divisional bonds, the second mortgage 
bondholders and the patient stockholders. 
The delays, the bargainings, the quarrels, 
the jealousies during months of prepara- 
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tion constitute the grand opera, the comic 
opera and the tragedy of Wall Street. 

The members of the banking firm are 
suave and patient, confident all the while 
that the bankrupt corporation needs mo- 
ney. One by one the committees are de- 
feated and surrender. The process is 
painful but the money changers await the 
result calmly. When the casualties are 
all reported the bankers issue a formid- 
able document containing their mature 
conclusions. Hoiders of $22,000,000 of 
first mortgage 5s bonds are very for- 
tunate because they have a first lien on 
the vitals of the road. But holders of 
say $20,000,000 second mortgage bonds 
must suffer, and likewise holders of the 
four issues aggregating $8,000,000, of 
divisional bonds. The whole idea is to 
reduce fixed charges to the point justi- 
fied by net income and also raise new 
cash. 


The Plan 


The plan formulated by the bankers 


explains carefully the reason for all the 
sacrifices demanded and shows earnings 


to justify the plan. The bankers also 
propose the execution of a new first and 
refunding mortgage to be a second mort- 
gage on 1,000 miles of mainline, a sec- 
ond mortgage on one division of 100 
miles and a first mortgage on four 
branches aggregating 400 miles, and per- 
haps to be a first mortgage on some ex- 
tension of the mainline line shortly to be 
started. 


“Trish Dividends” 


The plan also provides for the pa- 
tient stockholdeis. Many of them may 
have purchased their stock at say $40 a 
share. The stock never paid a dividend 
but earned dividends, and the money was 
spent for improvements. The stock is 
now $1 a share and the stockholders are 
invited to contribute say $25 for the 
privilege of exchanging old stock for new 
stock. The real name of these polite 
invitations is assessments and their iron- 
ical appellation, “Irish dividends.” 

Assuming the reorganization plan is 
acceptable, a date is set for the judicial 
sale of the road. This is really a public 


auction of the railroad. The judge 
usually fixes an upset or minimum price. 
Representatives ‘of the bankers attend 
and bid at the sale. One great advan- 
tage possessed by a reorganization com- 
mittee, is that bonds deposited with it 
are used as payment for the road if the 
bid is successful. This means the bank- 
ers must raise less money than outside 
bidders. 

The bankers must also organize an un- 
derwriting syndicate. This means they 
must tentatively sell say $25,000,000 of 
new first and refunding 5s to customers 
or associates who will agree to purchase 
a proportionate amount not taken by 
holders of the company’s old bonds. This 
underwriting syndicate insures the suc- 
cess of the reorganization plan. Invest- 
ors should understand that reorganiza- 
tion plans involve very largely an ex- 
change of existing bonds, notes and 
stocks for new securities, so the amount 
of cash to be raised is much less than 
apparently required. 


The Plan Operative 


When the reorganization plan is de- 
clared operative this indicates that the 
bankers are satisfied with the proportion 
of holders of old securities who support 
the plan and are willing to exchange for 
the new securities. The bankers then be- 
gin a campaign in the newspapers to in- 
duce public interest in securities of the 
new company. Numerous items appear 
in the press regarding the brilliant pros- 
pects of the company. Improved earn- 
ings are mentioned, and a strong board 
of directors is selected for the new com- 
pany. The new bonds and stocks are 
listed on the New York Stock Exchange. 
The banking house becomes the fiscal 
agent of the company. 

During the past twenty-five years 
many fortunes have been made reorgan- 
izing steam railroads. Much money has 
been made buying the securities of com- 
panies newly readjusted. This process 
is sometimes very profitable when the 
company is reorganized at the beginning 
of a prosperous era, or in other words 
starts housekeeping under the right aus- 
pices. 

(To be concluded.) 











War Bonds 


Reasons For Their Advance—lIs the Stock Market Helping 
the Bond Market? What the Present Trend of Bond 


Prices Indicates 
By FREDERICK LOWNHAUPT 








stocks” that it is overlooked that 

there are also quite a few war 
bonds. ‘Some of the most satisfactory 
profits realized in the last few months 
have come out of the great rise in bonds 
of companies directly affected by the war 
business. 

Among such bonds might be men- 
tioned Bethlehem Steel, Distillers 
Securities Corporation, Du Pont Pow- 
der, International Mercantile Marine, 
Lackawanna Steel, New York Air 
Brake and many others. 


Changed Fundamentals 


What is to be the position of these 
bonds after the war and what is there 
to be said about their inordinate rise 
in price? The answer is that the posi- 
tion of all these bonds has changed in 
the fundamental particulars which 
must be considered when studying a 
bond. There has been an enormous 
change in position in such bonds as Du 
Pont, Bethlehem Steel and Mercantile 
Marine. So much money is being 
made by these companies that the talk 
of paying off the bonds is basis for the 
great advance in prices. 


Some Plain Facts About War Order 
Stocks 

But even if this paying off were not 
accomplished as it may not be in a 
number of instances, the fundamental 
position of the bonds will be vitally 
different after the war. In the fool- 
ish scramble for stocks of the war or- 
der companies it has been assumed 
that the great profits were to be paid 
out to stockholders. Nothing could be 
farther from the facts. Many war 
profit companies have been struggling 
along on insufficient working capital 
and under a heavy load of debt. 

The windfall of earnings gives them 
their chance to pay off whatever debt 
possible and strengthen themselves in 


S° much has been said about “war 


working capital. The net result of 
this will be to give a higher investment 
position to their bonds than heretofore. 
Possibly some additional dividends 
will be paid out, but generally speaking 
the managements will see to. it first 
that the fundamental soundness of the 
companies’ financial structure and fu- 
ture business position is better as- 
sured. 

What is setting the rate of return on 
the new bonds coming out? Some- 
thing of a phenomenon exists in the 
tremendous disparity between money 
rates at the moment. Call money is 
far down below 2 per cent while at the 
same time the high grade issues of rail- 
road and industrial bonds along with 
some government issues are selling 
on a 5 per cent or better basis. 

A few months ago bonds were far 
lower in general level of price than now, 
so that at that time the disparity would 
have been even worse. Now the bond 
market has had quite a rise but still 
rules below levels attained in years 
gone by in really big bond markets, like 
those of 1905 and 1909. 

Possibly if we had not had such a 
wholesale dumping of stocks and bonds 
from Europe in the last year bond 
levels would have been higher which 
would have been of large help to the 
corporations in selling the securities. 
It will be recalled that for months 
practically no important domestic new 
financing has been attempted, largely 
because the level of prices was too far 
down to justify issuance. Fortunately 
in many instances, short time money 
could be borrowed to tide over a few 
months until the level of securities had 
risen to a point where the companies 
would get good, if not high prices, for 
their bonds. 

New Financing 

There will be more financing in the 

coming months if the bond market 
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rises to still higher levels. At the 
present moment it has been a bit of 
shrewdness on the part of one or two 
of our railroad corporations to come 
out a little early with their bonds to 
catch the strength of the tide. The 
big foreign loan kept the market busy 
for a time, but now that the market 
seems on its upward trend again, the 
railroads and others are nibbling at 
the market. 

What is setting the prices for new 
bonds? The upward trend of the 
market has reached a point where the 
corporations can afford to come out 
with their goods, while the liquida- 
tion of Europe has kept a brake on 
prices sufficiently strong to give the 
investor many chances for a good in- 
vestment yield. 


Is the Stock Market Helping the Bond 
Market? 


During the last few weeks the stock 
market has shown a decidedly reac- 
tionary tendency. Such movements 
have the effect of suggesting that in- 
vestors turn their attention to the 
bond market. 

It is generally one of the attendant 
question in a big bull market such as 
has been going on for the past few 
months, that at a certain point the bond 
market becomes very strong and much 
business is done. hether the senti- 
ment created by the big stock market 
has started a sympathetic movement 
in the investment market is one 
answer, while another is that many 


people having obtained handsome 
profits on their commitments are turn- 
ing their attention to the safer issues 
in the bond list. 


Vitality of Bond Market 


As a matter of fact it is possibly a 
little of both that gives the bond 
market its vitality at a moment like 
this. Certain it is that the newspaper 
writers and investment houses in their 
circulars and pamphlets have lost no 
chance of showing that stocks are 
really high and the chances for profit 
in medium grade and speculative bonds 
are very attractive. 

The procedure for many years back 
with one exception, was & the stock 
to advance strongly, then bonds of the 
higher order to show great strength 
and advancing tendency. Then along 
would come to second rate bonds. We 
seem to be in such a period now. In 
proportion the high grade issues have 
advanced most. 

It is now about time for the med- 
ium grade issues all through the list 
to come along strongly. Some have 
had enormous rises, but there are 
many others that are far below their high 
points of previous years that could be 
considered as attractive by the wide- 
awake investor. 

The stock market is helping the bond 
market in the two ways mentioned 
and if it remains strong or shows a 
constant upward tendency, we may ex- 
pect to see the bond market respond- 
ing accordingly. 








O not labor under the idea that your railroad bond, if it is a 
general issue, necessarily has under it the best terminals of 
the road. There are some bonds that are rather weak on that 


account. 























The Bond Index 


Some Investment and Speculative Openings 





By WM. RUTGER BRITTON 





(Part IV) 


LTHOUGH the level of bond 
prices has advanced, there are 
still obtainable many cheap first 

mortgage steam railroad bonds. Earn- 
ings of these corporations are increas- 
ing. This and the fact that embargoes 
are being placed on further shipments 
of freight destined for export from 
New York, are two reasons why 
shrewd investors should consider buy- 
ing steam railroad bonds. 

This series of articles is based on 
the official quotation sheet of the New 
York Stock Exchange. The bonds de- 
scribed are selected alphabetically. 
Those chosen are not well-known 
issues like Union Pacific first 4s, but 
lesser known bonds and those yielding 
comparatively large returns. 


Minneapolis & St. Louis 


Next February 1, the Minneapolis & 
St. Louis Railroad Co. has maturing 
$2,500,000 of 6% notes. The market 
price of these notes indicates some un- 
certainty of prompt payment. Con- 
sidering the improvement in steam 
railroad earnings and finances the 
chances favor the payment of these 
notes. Therefore, the bonds, notes and 
stocks of the Minneapolis & St. Louis 
should advance. 

The Minneapolis & St. Louis oper- 
ates some 1,650 miles of railroad in 
Illinois, Iowa, Minnesota and South 
Dakota. Minneapolis, Sioux Falls, 
Sioux City, Des Moines and Peoria are 
some of the important communities 
served, and there is an extension to 
the Missouri River. The Minneapolis 
& St. Louis runs north and south and 
the general direction of traffic is east 
and west. The present corporation is 
a consolidation of the old Minneapolis 
& St. Louis and the Iowa Central. Both 
of the old corporations paid interest 
charges promptly many years. 


Minneapolis & St. Louis Earnings 
For the fiscal year ended June 30, 


1913, there was a surplus of $450,000; 
a deficit the next year of $150,000; and 
for the fiscal year ended June 30, 1915, 
a surplus of $185,000. In September of 
this year net earnings totaled $391,- 
0U0, as compared with $314,000 for 
September, 1914. For three months 
ended September 30, 1915, net earn- 
ings totaled $835,000, compared with 
$792,000 for the corresponding period 
of the previous fiscal year. With im- 
proving earnings the Minneapolis & 
St. Louis 6% notes due February 1, 
1916, should be paid promptly, and if 
so, they are very cheap at current 
prices. 


Minneapolis and St. Louis Bonds 


There are eight mortgages resting 
on the Minneapolis & St. Louis sys- 
tem, excluding equipment trusts, notes 
and a small issue of coal bonds. Of 
these, five bond issues are regularly 
quoted. Minneapolis & St. Louis first 
consolidated 5s of 1934 are about 88. 
These bonds are outstanding at the 
rate of $15,000 a mile. They are a 
first mortgage on 150 miles of main- 
line, a second mortgage on about 200 
miles of railroad and a third mortgage 
on 9 miles of railroad. 

There are about $13,000,000 of 
Minneapolis & St. Louis first and re- 
funding 4s outstanding. These bonds 
are a first mortgage on about 275 miles 
of railroad constituting the company’s 
Pacific extension. Also the bonds are 
a second, third and fourth mortgage 
on the balance of the old Minneapolis 
& St. Louis mileage. 


Iowa Central First 5s 

Iowa Central first 5s are dated 1888 
and have paid interest charges prompt- 
ly over 25 years. They are due June 
1, 1938 and there are $7,650,000 au- 
thorized and outstanding, so the mort- 
gage is closed. These bonds are a first 
mortgage on 500 miles of railroad at 
about $15,000 a mile, including a large 
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part of the Minneapolis & St. Louis 
mainline between Minneapolis and 
Peoria. The mileage on which lowa 
Central first 5s are a first mortgage is 
probably the most important in_ the 
Minneapolis & St. Louis system. The 
bonds sell about 88, at which price they 
appear attractive. 


Iowa Central 4s 


There are about $6,500,000 of Iowa 
Central first and refunding 4s out- 
standing. They are dated 1901 and are 
due 1951. These bonds are outstand- 
ing at $12,000 a mile and are a second 
mortgage on about 500 miles of the 
old Iowa Central mileage. 


Des Moines & Fort Dodge First 4s 


Des Moines & Fort Dodge first 4: 
are offered at 65. They are dated 1905 
a d are due 1935. These bonds are a 
first mortgage at about $22,000 a mile 
on approximately 140 miles of rail- 
road between Des Moines and Ruth- 
ven, Iowa, including branches. Fort 
Dodge, Iowa, is located on this line 
The Des Moines & Fort Dodge was 
leased to the Minneapolis & St. Louis’ 


Railroad in 1905 and was absorbed this 
year by the consolidated system. 


Summary of Minneapolis & St. Louis 
Bonds 


There are, as previously stated, eight 
bond issues of the Minneapolis & St. 
Louis system outstanding. Of these, 
the first 7s and the Pacific extension 
6s are very choice issues and rarely 
come upon the market. The Minne- 
apolis _& St. Louis first consoli- 
dated 5s and the Iowa Central first 5s 
are safe and attractive bonds. The 
Minneapolis & St. Louis 4s are a much 
better bond than the Iowa Central 
4s. The Des Moines & Fort Dodge 
first 4s are a fair bond because the 
mileage on which the issue is a first 
mortgage has considerable value. All 
Minneapolis & St. Louis issues under- 
lie the new $75,000,000 first and re- 
funding mortgage under which about 
$3,600,000 of 5% bonds have been 
issued. If the notes due February 1. 
1916, are refunded, as seems very 
probable, the underlying issues should 
advance. 








Bond Amortization 





Editor, TH&t MAGAZINE OF WALL STREET 
b 


Dear Sir: I would be obliged if you 
would answer the following questions 
in regard to bond interest and amorti- 
zation.—J. A., Potsdam, N. Y. 

(1) In tables of bond interest is it 
assumed that the amortization is com- 
pounded annually or semi-annually ? 

(2) In figuring this compound in- 
terest or amortization, what rate of 
interest is assumed? 

(3) Of course the gain or loss due 
to amortization would be figured as a 
percentage of the purchase price, and 
not of the par value, would it not? 


Answer: 


(1) Semi-annually. 


(2) Of course, the principle of 


amortization applies only in the cases 
of bonds that are selling at a premium; 
it is the premium that is to be amort- 
ized. The rate of compound interest 


for purpose of amortization is de- 
termined by the basis the bond is ex- 
pected to yield. This is the feature 
which complicates the computation of 
bond values. For instance, a 6% bond 
with twenty years to run on a 4.70% 
income basis, would cost 116.74; 4.70% 
on the same per annum, based on a 
$100 bond, would amount to $5.48 plus. 
The interest coupons will yield $6.00 
per annum, leaving 52c. minus (26c. 
minus semi-annually) to be re-invested 
at 4.70% per annum in semi-annual 
payments, compounded semi-annually. 
It is very silly, but custom has estab 
lished the rule and nobody seems to 
be willing to depart from it. 

(3) The par value of a security has 
really nothing to do with amortization 
of the premium. There is a specified 
sum of money to be taken care of in 
a given time; as in the instance above 
cited, $16.74 in twenty years. 


























Bond Inquiries 





Safe Investments 


M. J., Box 583, Kane, Pa.—Two safe in- 
vestments, which also have speculative pos- 
sibilities. are Southern Pacific convertible 
5's and New York Central convertible 6’s. 
Some good industrial stocks which give 
a large return on the money invested, with 
comparative safety, are Baldwin Locomotive 
pfd., American Locomotive pfd., American 
Beet Sugar pfd. and Pressed Steel Car pfd. 





Yields versus Risk 


J. E., Sonyea, N. Y.—The bigger the 
return you get on your money the greater 
the risk. To obtain between 6 and 7 per 
cent. on the capital invested there is al- 
ways a certain amount of risk involved. 
Some stocks that yield over 6 per cent. and 
whose dividends seem to be reasonably 
safe are: American Locomotive pfd., Ameri- 
can Smelting & Refining pfd., Baldwin Lo- 
comotive pfd., Central leather pfd., Pierre 
Lorillard pfd. and Studebaker pfd. As safe 
investments, with some speculative possi- 
bilities, we suggest New York Central con- 
vertible 6’s, selling around 111, and Southern 
Pacific convertible 5’s, selling around 106. 





Investment for $1,000 


H. J. E.. New York City—A good invest- 
ment for your $1,000 would be a New York 
Central convertible 6 per cent. bond; this 
bond is convertible into stock at 105 and 
besides being safe, has good prospects of 
appreciating in value. It is our opinion that 
anyone not experienced in trading in stocks 
should purchase securities outright. 





International Mercantile Marine 414’s 


T. C., Chicago, Ill—International Mer- 
cantile Marine 4%4’s are in a very strong 
position. It is the best opinion that the 
new reorganization plan will provide for 
paying them oft at par. We consider them 
an excellent speculation at present prices. 





German Government Bonds 


F. A. J., Oneonta, N. Y.—We believe 
bonds of the German Government to be per- 
fectly safe and they are probably cheap. 
lhe selling prices of these bonds fluctuate 
widely, according to the foreign exchange 
near and the varying fortunes of the com- 
patants, 


Exchanging Bonds 


N. H., Groton Farm, Westbury, N. Y.— 
We never recommend exchanging a high- 
grade marketable security like Bethlehem 





Steel first lien and refunding 5’s for a bond 
which is not readily marketable, simply to 
secure a higher income. Missouri & South- 
eastern Utilities first 6's may be well se- 
cured and are doubtless safe, but the out- 
standing bonds are less than $425,000 and, 
consequently, can have no ready market. 


Bond Quotations 


H. F., Cleveland, O.—Kansas City South- 
ern refunding 5’s are quoted in the neighbor- 
hood of 95, and Chicago & Alton 3%’s are 
quoted in the neighborhood of 45. Of 
course, these quotations change daily, and 
we would advise you to ask some Cleveland 
firm who are members of the New York 
Stock Exchange for an exact quotation, and 
they will gladly furnish it for you. 


Investment of $3,000 


H. F., New Orleans, La—We suggest as 
good investments for your $3,000, and ones 
which have the three requirements you de- 
sire; i. e., safety, marketability, and good 
interest rate: Southern Pacific convertible 
5’s, selling around 107; N. Y. Central con- 
vertible 6’s, selling around 111. Both of these 
issues are convertible into common stock of 
the companies at par, and as both common 
stocks are selling over par, the convertiblc 
feature of both bonds is of value. 


Bond Prices 


Why do some bonds which are not convert- 
ible sell above par? And under what condi- 
tions does a redemption price exceed the 
original par value of a bond? D. D. S., Los 
Angeles, Cal. 

A bond is, generally speaking, a long term 
loan and rises and falls in the market accord- 
ing to money rates. If money is worth 6%, 
then it pays to buy a 50-year 5% bond at par 
as the return is 5%; moreover, it may be 
profitable to buy such bonds very much in ex- 
cess of par in order to obtain a higher interest 
rate than elsewhere. Also you must remember 
that the selling price of bonds reflect in a gen- 
eral way the credit of the issuing company. 
Therefore, a 5% Los Angeles bond sells above 
par because numerous investors all over the 
United States are willing to loan their money 
to that city at, say for example, 444%. Many 
bonds are redeemable and many are not. 
Some bonds are callable, say at 101 and in- 
terest, and other bonds are callable, for ex- 
ample at 110 and interest, so the answer to 
your second question is, that one must con- 
sult the bond itself to determine whether the 
bond is callable and at what rate. In other 
words, the redemption price of a bond is part 
of the bond itself, and the conditions vary 
with each particular bond issue. 
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Amer. Telephone & Telegraph Com- 
panys Problems 


Efficiency Declining Rates—‘“Unit of Traffic” Smaller— 
Margins of Profits—The Remedy 





By PAUL CLAY 





HE American Telephone and Tele- 
graph Company has acquired a 
well-deserved reputation for ef- 

ficiency; but so far as the stock is 
concerned, the political difficulties with 
which the company has to contend 
must be regarded as something of an 
offset. As to efficiency, the manage- 
ment demonstrated what it can do not 
only in its own affairs, but also in 
those of many subsidiaries, and in the 
handling of the Western Union. It 
took control of the Western Union 
after the latter had been badly run 
down by poor management, and in a 
remarkably short space of time it re- 
habilitated the company physically and 
morally. The lines and structures 
were put in much better shape, and 
the personnel of the company was 
greatly improved. In keeping ex- 
penses down and making the best of 
its opportunities probably no industrial 
company has recently done better than 
the American Telephone Company. 


Trend of ’Phone Rates 


These opportunities, however, are 
limited by the quasi-public nature of 
the business. Telephone rates, like 
railroad freight rates, are subject to 
the regulation of a great many govern- 
ments ; and probably the advantage, if 
any, lies with the railroad companies. 
Railroads are not so very much inter- 
fered with by State and municipal au- 
thorities, because the Interstate Com- 
merce Commission possesses such wide 
powers; but telephone companies are 
considerably interfered with by both 
states and municipalities. The trend 
of telephone rates has been steadily 





downward for many years, and the fall 
has been especially rapid during the 
past few years. 

It is difficult to measure this fall ac- 
curately, because the character of the 
“exchange station” has changed so 
rapidly. There has been a great in- 
crease in the numbers of telephone 
subscribers paying low rates for resi- 
dence telephones, or for party lines. 
Consequently the exchange station is 
not a correct or logical unit of traffic 
Still it does have some significance 
that the gross revenue per station of 
all the Bell companies taken together 
declined from $57.28 in 1900, to $40.75 
in 1910, $39.48 in 1913 and $38.41 in 
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1914. Likewise the net earnings per 
station fell from $15.60 in 1900 to 
$10.15 in 1910, $8.47 in 1913 and $7.91 
in 1914, For the reasons already men- 
tioned, these figures exaggerate the de- 
crease in telephone revenues. This 
point is illustrated by the fact that the 
capital investment per station has de- 
creased from $199.00 in 1900 to $141.00 
in 1914. Still the gross and net 
revenue per station have decreased 
much more than the capital invest- 
ment. 


Unit of Traffic 


What is most needed to understand 
the situation is a unit of traffic—just 
as the ton-mile is a unit of railroad 
freight traffic, the passenger-mile a 
unit of passenger traffic, and the car- 
mile a unit of street car traffic. One 
cannot figure telephone’ earnings 
logically by apportioning them to 
either exchanges or miles of wire. This 
is evident for plain reasons. The num- 
ber of subscribers or exchanges per 
mile of line has steadily and rapidly 
increased, and the cost of the line 
has not proportionately grown. Presi- 
dent Vail in his 1914 annual report fur- 
nished an ingenious and logical sub- 
stitute for a unit of traffic. His 
method was to proportion the business 
to the number of employes. By use 
of this excellent unit of traffic it is easy 
to learn just what is happening to the 
American Telephone Company’s mar- 
gin of profit. 

In doing this, however, one must re- 
gard this company as a mere portion 
of the Bell System, and take the fig- 
ures for the whole system rather than 
for this company alone. The larger 
totals are the more certain to express 
the true situation. Now the earning 
power of the typical worker or em- 
ploye does not materially increase. It 
may increase a little, owing to the in- 
troduction of labor-saving devices, but 
on the other hand hours of labor are 
growing shorter almost every year, 
and the general tendency is for the 
efficiency of labor to decrease rather 
than increase. Hence we may figure 
telephone earnings per employe, as 
President Vail has, just as one might 





Distribution of World’s Telephones 





figure freight earnings per ton-mile, 
or street railway earnings per car- 
mile. We may also treat the capital 


investment in the same way. 
s 


Expense Increase 


Thus it becomes highly significant 
that the expenses of the Bell Tele- 
phone System last year were equiva- 
lent to $1,169 per employe, as com- 
pared with $738 in 1905 and $826 in 
1900. These expenses for the past 
three years have averaged $1,059 
against $785 for the five years ended 
with 1905. One of the principal causes 
of the rise in expenses is the advance 
in wages, and in the costs of materials. 
Wages constitute the largest item, and 
the telephone company, like other 
companies, is compelled from time to 
time to increase its wages. Neither 
does it obtain any additional service 
for the additional pay. Wages per 
employe now average $656, as com- 
pared with about $490 ten years ago. 

This company is in the unfortunate 
position of having to hand over to the 
general public in the shape of reduced 
rates, the benefits of the reserve funds 
which were accumulated in the inter- 
est of security holders. It has been 
the policy of the American Telephone 
Company and other Bell companies to 
set aside each year a substantial por- 
tion of surplus earnings and build up 
a big reserve fund with which to do 
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necessary maintenance and reconstruc- 
tion work. Had rates remained un- 
changed this policy would eventually 
have resulted in larger dividends or 
extra disbursements to stockholders. 
But the saving was made almost in 
vain, for under the actual circum- 
stances it has to be used to do main- 
tenance and _ reconstruction work 
which ought to be provided for out 
of current earnings. 

Such are the exactions of the public 
and of various authorities that it re- 


tions, gross earnings per employe have 
shown a slight declining tendency. 


Additional Investment 


Hence, this additional plant invest 
ment per employe represents a dead 
loss so far as the stockholder is con 
cerned. It is not literally a loss, be- 
cause the assets are there, but it car- 
ries no advantage to the stockholder 
because the increase in assets has 
brought no increase in earning power. 
The heavier plant investment not only 











New York Telephone Company’s Chelsea Central Office in Rush Hours 


quires a much larger investment than 
formerly in telephone lines and build- 
ings to earn the same amount of 
money. For the five years ended with 
1905, the plant investment of the Bell 
Telephone System was equivalent to 
about $4,490 per employe; but it is 
now equivalent to $5,432. Indeed, ac- 
cording to the 1914 figures which were 
perhaps a little higher than normal, this 
plant investment was $5,994. The 
value of the typical employe to the 
companies has not increased a particle. 
Indeed, subject to occasional excep- 


increases the interest charges on the 
capital required to build the plants, 
but it also increases the depreciation 
and repair bills. 

The above increase in expenses per 
employe does not measure the entire 
difficulty ; for it is not only operating 
expenses but also fixed charges that 
have increased. The total difficulty is 
best measured by the percentage of 
surplus earnings to gross earnings; 
for both operating expenses and fixed 
charges are deducted in obtaining this 
surplus earnings. In 1895 the aggre- 
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Bell com- 


ate surplus earnings of the 
33.28 per 


panies were equivalent to 
cent of their gross income. Even in 
1905 26.13 per cent of the gross in- 
come was saved for the benefit of the 
stockholder. From that time until 
1910 there was not much change in this 
ratio. In 1910, however, the surplus 
earnings remaining after the payment 
of interest and other charges, were 
equivalent to only 23.81 per cent of 
gross, as compared with 25.45 in 1909. 
The surplus earnings have now fallen 
to 19% per cent of gross. Indeed, in 
1914 they were less than 18 per cent 
owing, perhaps, to special conditions. 


Declining Margins of Profit 


Thus from every point of view, the 
demonstration that the margin of 
profit in the business is declining is 
absolutely clear. The figures leave no 
room for doubt. Correspondingly the 
investment position of American Tele- 
phone stock is feeling this shrinkage 
in the margin of profit. In 1911 the 


average price of the stock or middle 
point between highest and lowest was 
142 3-8 and in 1914 it was 119%. The 
decline in the average price was 16.27 
per cent of itself, and during the same 
period the average decline in twelve 
standard industrial or public utility 
stocks was only 3.38 per cent. Both 
declines were figured in like manner. 

Thus American Telephone _ stock 
made a net decline not due to general 
linancial conditions of about 12.89 per 
cent. 


The Remedy 


Its market value is falling at the rate 
of 3 1-3 per cent annually, and unfor- 
tunately there appears to be no way 
to remove the fundamental cause of 
this fall. It is occurring in face of highly 
efficient business management and the 
American Telephone Company stock- 
holders, if they wish to stop it must ap- 
parently do so by some vigorous and con- 
certed action which will check the de- 
cline in telephone rates. 








What’s the Matter With America’s Merchant Marine? 





HE principal trouble with the 
American merchant marine is not 


that it is infinitesimally small, 
according to the Nation’s Business, 
the official magazine of the Cham- 


ber of Commerce of the United States. 
It is quite respectable both in num- 
bers and tonnage. Its lamentable weak- 
ness lies in the fact that it is out of all 
proportion to the enormous trade of the 
country. / 

In large merchant steamers, the class 
which is fast growing in commerce and 
which is of a size and speed sufficient 


to render some assistance as naval 
auxiliaries, the United States stands 
third, being surpassed only by Great 


Britam and Germany. But a glance 
at the grand totals and then at the 
individual figures for each country 
reveals a startling situation. It seems 
that 60% of the big and able steamers 
in the world are owned by Great 
Britain and not 7% by the United 


States. Here lies the root of all dis- 
couragement as to our merchant ma- 
rine. The trade and wealth of the 
United States has at its disposal only 
about one-tenth of the shipping facili- 
ties available to the British merchant 
and manufacturer. To carry the bulk 
of our sea-borne commerce we have to 
rely on the ships of friendly nations 
The estimated result is that every year 
$300,000,000 leave the United States 
in the form of freight payments for 
deposit in the coffers of foreign ship- 
owners. Americans not only subscribe 
to the upkeep but glso to the construc- 
tion of ships of their marine competi- 
tors. 

If the United States is to take its 
proper place, it must not be content 
with mere rank—it ranks quite high. 
ahead of France, Italy, Norway and 
Holland—but must have actual com- 
mercial sea power in proportion to its 
trade. 
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What the Investor Should Know 


About 


A Public Utility Company 


Capital Expansion and Working Capital” 





By HENRY JUDSON 





T not infrequently happens that a pub- 
lic utility company is obliged to sus- 
pend dividends even though it has 

the best of earning power. This is due 
to the urgent necessity for capital ex- 
pansion, which in turn is the direct result 
of plant expansion. Any public utility 
concern, to be in a good position at all, 
must have franchises which largely 
eliminate competition in its immediate 
territory. Real competition means low 
rates and small profits, whether it be a 
street railway, or a gas or electric com- 
pany. While in the possession of such 
franchises, however, these companies 
must serve the entire community and im- 
mediate suburbs with a fair degree of 
satisfaction to the people. Otherwise 
new and harmful franchises might be 
granted to competitors. 


Expansion Needs 


Thus it occurs that a great many of 
these companies are under the necessity 
of expanding their plants and equipment 
more rapidly than their capital resources 
can be increased. A street railway must 
often extend its lines into a growing 
section or suburb or buy large amounts 
of new and expensive equipment, 
whether it wants to or not. Gas com- 
panies are often compelled to lay large 
mileages of new mains, or build new gas 
plants, before they can really afford to 
do so. Electric light and power com- 
panies can easily be forced to construct 
new power plants, orgvastly increase their 
mileage of conduits, even when they are 
short of money. 

Now, the guarantee which the investor 
has or can have against trouble arising 
from enforced expansion is to be found 
in a substantial amount of working 
capital. A corporation which has plenty 


of money can always borrow plenty. If 
a new concern needs $10,000,000 the 


wise thing is to borrow $15,000,000, even 
if it costs 5% or 6 per cent., and loan 
the $5,000,000 at interest or invest it in 
gilt edged state, municipal and United 
States bonds; for a surplus of liquid cap- 
ital usually renders a corporation a pre- 
ferred borrower and enables it to obtain 
capital any time on easy terms. The 
Pennsylvania Railroad could probably 
borrow money in a money market so bad 
that a New York City bond issue would 
fall flat. Working capital, then, is a 
great element of safety behind any public 
utility common or preferred stock. 


Working Capital 


But then the question arises how to 
know whether a company really has any 
working capital or not. If the balance 
sheet is properly made up it will im- 
mediately answer the question, because 
working capital is of course the excess of 
current assets over current liabilities. A 
properly drawn balance sheet should con- 
tain under one name or another such 
items as the following: 


CURRENT ASSETS. 


Bills and accounts receivable. 
Materials, supplies, etc. 

Cash and call loans. 
Marketable securities. 


CURRENT LIABILITIES. 


Bills and accounts payable. 

Unpaid taxes, vouchers, wages, etc. 

Accrued taxes, interest and dividends. 

Temporary borrowings. 

It is easy to recognize these items 
under whatever names they may appear, 
but the investor should make allowance 
for the fact that from his viewpoint ac- 
crued items not due should be added in. 
If, for example, a corporation has” ac- 
crued taxes and interest not yet due, they 
are not included amongst the liabilities. 


























WHAT THE INVESTOR SHOULD KNOW 393 





This is correct accounting, because, 
strictly speaking, they are not a liability 
until they fall due, but from a stock- 
holder’s point of view they should cer- 
tainly be counted among the current 
liabilities, because they are sure to fall 
due soon and to have the effect of reduc- 
ing the net working capital by that 
amount. Likewise any deferred credit 
items should be included among the cur- 
rent assets. 


Blind Balance Sheets 


However, there are many public utility 
concerns which construct their balance 


bonds, notes or stocks sold, are genuine 
“current assets.” Upon this showing the 
Consolidated Gas Co. might possess al- 
most any amount of working capital from 
$3,000,000 up to ten times that amount. 
Stocks and bonds on the asset side of a 
balance sheet should be shown at their 
market value rather than their par 
value, and should be subdivided so as to 
distinguish between those acquired and 
held by way of investing accumulated 
profits, and those acquired with the pro- 
ceeds of capital liabilities. 

With the Consolidated Gas Co. this 








TABLE L 
Balance Sheet of the Consolidated Gas Co. A “Blind” Balance Sheet. 
Assets 

EP A ee ee ee re Tee $54,112,534 
Stocks and bonds of other companies......................++. 101,105,396 
i as es heed casmahe seh ebe eee manasa 200,000 
et ree ea sh acon ndpesan le kes ab ESS eae Caw ees 5,802,190 
i ey Co cccnxensekiens besa ieenbesetakapeeewaned 3,000,199 
EY ET ES é cccadacevecdensedeestusescasensedeeces 968,568 
$165,J88,887 

Liabilities 
~~ ¢ SePrrrrerererrrrrertrr rT Tittrtrc ter rT er tere $99,816,500 
ESSE CCCP EET TELE Ce OREO EE ET 18,738,025 
BE I GBs dcdvsscccasccccesescsesbenecesewste sad 6,838,384 
Stock and bend premiums ........cscicccccccccccccccccccccces 13,951,397 
rr ee... abaceensbsdsebeneenenee 10,813,041 
I te ir cs ce dane AMieNeh a wehadsssdedankien 15,031,540 
$165,188,887 








sheets so badly that the shareholder can 
learn nothing from them. For example, 
table I is the 1913 balance sheet of 
the Consolidated Gas Company of New 
York. 

It is clear enough that the last three 
items of assets are a portion of the work- 
ing capital, but this balance sheet con- 
tains absolutely no information as to 
what the amount of the working capital 
is. Doubtless there is a very large total 
of marketable securities included under 
“stocks and bonds of other companies” 
which is a portion of current assets, and 
the stockholder has no means of know- 
ing anything on this point. Marketable 
securities, when valued at their salable 
price, and when acquired with profits 
earned, rather than with the proceeds of 


blind balance sheet is not a matter of 
consequence, because it is the wealth 
rather than the poverty of the company 
which the stockholder cannot estimate. 
If the case were reversed, and a company 
in poor financial condition were to issue 
the same kind of a report, the stockholder 
might well sell out on the principle of 
not desiring to hold stocks which were 
the equivalent of a blind pool. An ex- 
cellent example of the kind of a report 
which does show the exact situation as 
to working capital is to be found in the 
1913 statement of the Hudson and Man- 
hattan Railroad Company, from which 
we extract the accompanying figures 
(table IT). 

There are as many items just under 
the two subdivisions of working assets 
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TABLE IL. 
Balance Sheet of the Hudson & Manhattan R. R. Co., Showing Exact 


Working Capital 
Working Assets 


eee eee eee eee eee ee | 


Current cash account 
Current accounts receivable 


New York City revenue 5% bonds... 


Deposits with public departments. .. 
Prepaid insurance, taxes, etc........ 
Materials and supplies—less reserves. 
Accounts in suspense 


Working 


Current accounts payable ........... 
Accrued interest 


Accrued taxes 


Rentals received in advance.......... 
Temporary operating reserves........ 
Surplus income for income bonds.... 


eee eee ee eeeeee 
eee eee eee eee ee ee 


o Case cedcadeccsobacesee ‘ 9,060.66 


Tee eee eee eee ee eee 


Tee ee eee eee eee eee eee eee) 


$1,072,194.32 
233,264.13 
‘ 250,000.00 





| 26,946.94 
201.789.62 
1,475.16 


$1,794,731.43 


$182,646.56 
915,154.03 
13,119.03 
17,845.91 
47,534.00 
343,705.37 


$1,520,004.90 


eee eee ee eee eee eee eee 








and working liabilities in this balance 
sheet as there are in the above entire 
balance sheets of the Consolidated Gas 
Co. The complete statement for the 
Hudson and Manhattan Railroad con- 
tains thirty items against twelve for the 
other comparfy. This account of the 
Hudson and Manhattan Co. is almost 
ideal in its completeness and its proper 
treatment of the items. So much sub- 
division enables the investor to know 
the exact position of the company as re- 
gards working capital. Of course, the 
company is not strong like the Consoli- 
dated Gas Co., but so much the more is 
it to be commended for its frank and 
square treatment of the stockholder. It 
places the accrued items not due in with 
current assets and liabilities which is 
really a better treatment of them than 
to exclude them from these current ac- 
counts simply because, according to hair 


splitting legal technicalities, they are not 
yet matured and therefore are not 
literally current assets or liabilities. 

In brief, the investor needs to know 
the amount of real net working capital, 
and this can be learned only from the 
excess of genuine current assets over 
current liabilities. The more rapidly a 
public utility company is growing the 
more the investor needs to know this, be- 
cause the more the company will be 
obliged to expand its plants and equip- 
ment. Its rate of growth may be learned 
from the Census figures as to the growth 
of the population served, or from the 
rate of increase in the company’s own 
gross business. With these companies 
the amount of working capital should 
always be considered in connection with 
the rate of plant expansion and the pos- 
sibilities that such expansion may inter- 
fere with dividend payments. 











Notes on Public Utilities 


American Gas & Electric—HAS AU- 


THORIZED sale of $1,079,440 pfd. stock 
at par, $50. Com. and pfd. stockholders 
may subscribe for 1 share of new pfd. for 
each 5 shares held. 


American Light & Traction—S UIT 
FILED against Kansas Natural Gas Co. 
to compel it to sell natural gas at whole- 
sale at 17c. a thousand cubic feet, instead of 
26%c. 


Cities Service—CURRENT EARNINGS 
reported to be showing large increases. Re- / 
cent gale of stock has wiped out company’s / 
floating debt. \ 

Columbia Gas & Electric—REPORT for 
12 mos. ended Ott. 31 shows surplus after 
charges $303,604, an increase of $54,403. 

Edison Co. of Boston—NOVEMBER 
GROSS increase $68,908 or 10.24% over 
previdus year. 
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Indiana Lighting. —C. H. GEIST, of Phil- 
adelphia, has purchased holdings of syndi- 
cate headed by S. M. Murdock, vice-pres. 
of the company. 

Interborough Rapid Transit—RECENT 
OFFERING to investors of $25,000,000 
bonds takes care of all but $27,000,000 of 
company’s proportion of cost of new rapid 
transit system. 

Kansas Utilities —INCORPORATED in 
Kansas with $1,750,000 stock and $1,750,000 
bonds. Company has taken over several 
small companies. 

Montana Power.—EARNINGS are in- 
creasing steadily and it is expected that the 
common will be put on 4% basis next year. 

New England Tel. & Tel.—INCREASE in 
stations for 1915 estimated at 30,000 as 
against 37,700 last year. 

Pacific Gas & Electric—FOR 12 mos. 
ended Oct. 31 earned 9% on com. stock, 
after liberal depreciation charges. 

Philadelphia Co—REPORT for 6 mos. 
ended Sept. 30 shows surplus available for 
dividends $1,241,936. Deficit after dividends 
was $750,872. Largest earnings, however, 






are shown in second half of fiscal year. 


Standard Gas & Electric—FOR YEAR 
ended Oct. 31 surplus after charges was 
$886,679. 

United Light & Power of N. J.—BE- 
CAUSE of default in payment at maturity 
of $1,618,000 6% notes, the Bankers Trust 
Co., as trustee, will sell at auction Jan. 12 
the collateral pledged to secure these notes 


United Light & Railways.—PRES. HULS- 
WIT states increase .in gross being shown 
all along line. Grand Rapids, Grand Haven 
and Muskegon gross earnings for Oct. in- 
creased 28%%. Tri-City Railway and Light 
also shows sharp increase for October. 

Utah Securities —NET EARNINGS for 
12 mos. ended Nov. 30 $2,485,622, an in- 
crease of $230,949. 

Washington Water Power.—HAS PRO 
VIDED for maturity of $3,336,000 6% notes 
due Feb. 2, 1916, by sale of $1,700,000 two- 
year 5% notes, and $1,700,000 first refunding 
5% bonds. The bonds are offered at par 


and interest. Net earnings for 12 mos 
ended Oct. 31 were 4% times interest 
charges, 








Public Utility Inquiries 





Standard Gas & Electric 

E. W., Louisville, Ky.—Standard Gas & 
Electric owns stocks and bonds and other se- 
curities of eighteen public utilities, serving 
213 communities, having a total population of 
approximately 1,732,901. Combined income 
account of subsidiary companies for the year 
ended December 31, 1914, shows as follows: 


Gross earnings........ $14,354,689 


Net earnings........... 6,741,234 
Interest charges........ 3,863,161 
A ra 21,465 


Preferred dividends..... 1,622,403 

Common dividends...... 

| NER Se 
Of this surplus of $628,834, $465,039 is ap- 
plicable to the Standard Gas & Electric Co. 
It has just been announced that holders of the 
preferred stock of the Standard Gas & Electric 
have subscribed for $2,000,000 of the $3,750,000 
20-year 6% debentures, and that the re- 
financing plan of the company is effective. 
This means that the company will pay off all 
its floating debt and will resume cash dividends 
on the 8% preferred stock, January 1, 1916, at 
the rate of 1% quarterly, the amount it here- 
tofore has paid in script. 


Philadelphia Co. 

C. F., New York City.--Increased net earn- 
ings of the Philadelphia Co. and its affiliated 
properties is leading to reports of an increase 
in the 6% dividend rate on the common. Im- 
Provement in earnings can be directly at- 


tributed to the present industrial activity in 
the Pittsburg district. Although we are not 
advising the purchase of any stocks at present, 
we believe the Philadelphia Co. a good stock 
to buy on recessions for a long pull. 


Two Public Utilities 

R. E. L., Scranton, Pa.—It is expected that 
in the near future a stock dividend will be de- 
clared on American Gas & Electric common. 
Just how large this dividend will be is not 
known. The advance in the stock has prob- 
ably largely discounted this development. 
American Light & Traction common gives a 
very high yield. It is excellently managed, 
and earnings are not subject to severe fluctu- 
ations. We regard it as an excellent invest- 
ment stock. 

United Railways of San Francisco 

Will the United Railways of San Francisco 
pay off its bonds when due at par?—C. A. D., 
Pasadena, Cal. 

This is a very difficult question to answer. 
You realize, of course, that a bond is a loan 
for, say $1,000, payable at a certain date. Now, 
theoretically, if the United Railways of San 
Francisco continue solvent, all of its bonds will 
be paid off at par. Some of the company’s 
bonds are now selling in the market at a dis- 
count of 50%, and of course if it were certain 
that the company would survive its various 
difficulties, daring speculators could make a 
large amount of money. 
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How Present Regime Is Overcoming Re- 
sults of Past Bad Management—Improve- 
ments Have Increased Efficiency—Pres- 
ent Earnings and Dividend Prospects 








F ability to stand adversity is a 
| measure of greatness then Erie is 
a truly great railroad. Erie in the 
past has been submitted to about as bad 
treatment as any railroad in the country. 
Bonded debt was piled on until it became 


By FRED L. KURR 





It is a comparatively easy matter to 
improve the operating efficiency of a 
railroad when there is money available 
to make all the improvements that an 
expert railroad man can see are needed. 
But in the case of Erie the money had to 


Graphic 1 
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too large for the earning capacity of the 
property to conveniently take care of. 
The stock was made a football of in Wall 
Street and whether the road made money 
or not was of small importance to its 
sponsors in the days before the present 
regime. When the present regime took 
hold it had a most difficult task laid out 
for it. It was necessary to increase the 
earning power of the road and to do it 
without further increasing its already 
cumbersome debt. 


be earned first. President Underwood 
made his watchword economy. The ex- 
penditure of every cent had to be justified 
by results. Only those improvements 
were first made that would have an im- 
mediate effect on earnings. There were 
many that criticized his policy as too cau- 
tious and not progressive enough, but 
they little understood the problems to be 
faced. There are no such criticisms now, 
however, and Mr. Underwood has been 
given universal credit as the man who 
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made the new Erie possible. It is a new 
Erie and not to be compared with the 
Erie of ten or even five years ago. 

Erie always should have been a pros- 
perous road. It is the best freight route 
from Chicago and the Great Lakes to 
New York. All it needed was an honest 
and efficient management to take its place 
on a par with the other great eastern 
trunk lines. The legacy of past bad man- 
agement, however, is still with the prop- 
erty in the form of its bonded debt, as 
shown in Graphic 1. Erie’s bonded debt 
per mile is $110,847, as compared with 
$64,003 for Pennsylvania and $78,037 for 


last year was far sighted enough to pre- 
pare. Hundreds of cars were rebuilt, 
and others bought, which were ready 
when the rush came. Erie was therefore 
able to handle the immense traffic and to 
handle it more cheaply than ever before. 
Gross business is now running at the rate 
of $72,000,000 a year which compares 
with the biggest previous year’s business 
of $62,647,359 for the year ended June 
30, 1913. The company’s management 
claims that $72,000,000 gross a year is 
not anywhere near Erie’s capacity, as 
the road is equipped to do a business of 
$100,000,000 annually. In October, Erie 





Erie’s “Centipede”—The Largest Locomotive in the World 


New York Central. Greater operating 
efficiency is gradually overcoming this 
handicap. Since 1901 over $100,000,000 
has been expended in additions and bet- 
terments; the road has been double 
tracked practically the entire distance be- 
tween Jersey City and Chicago and 814 
new bridges built. The grade has been 
reduced and Erie now has a lower east- 
bound grade than any other line run- 
ning from Pittsburg, Buffalo or the Ohio 
State line to Jersey City. Erie is getting 
the business and it is getting it because 
it is giving excellent service. 


Erie Was Ready 


The rush of freight on eastbound rail- 
roads the past few months has been of 
enormous proportions. Many roads have 
been put at their wits end to meet the 
demands of shippers anxious to get pro- 
visions, machinery and raw material to 
the seaboard. Erie in the dull times of 


did the biggest gross business in its his- 
tory, $6,566,942. Operating ratio for 
the month was only 60.54% so that net 
was also very large, totaling $2,591,265, 
an increase of no less than $1,215,185 
over the previous year. 

It is estimated that Erie for the year 
ended December 31, 1915, which is now 
the fiscal year of the company, will show 
a surplus equal to approximately 3% on 
the common stock. This, however, will 
not be the best showing the road has 
made in recent years. For the year end- 
ed June 30, 1913, company earned 3.67% 
on the comnton stock, yet in that year the 
common stock did not sell above 32%, 
whereas it has sold this year as high as 
455g. Of course in this connection it 
must be remembered that in 1913 Erie 
had many extensive improvements under 
way which have since been completed, 
and the stock is, therefore, that much 
nearer dividends. So much money has 
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been spent by Erie in improvements, 
however, that it can well afford to use 
its surplus earnings for a while in fur- 
ther strengthening its financial position. 


Earnings on Ist Pfd. 


The first preferred stock appears to be 
much nearer to dividends than the com- 
mon. There is $47,892,400 of the former 
outstanding as against $112,378,900 of 
the latter. Earnings this year on the 
first preferred will be equal to nearly 
124%2%, so that the company could pay 
the 4% to which it is entitled and still 
have two thirds of its surplus left. There 
is only $16,000,000 second preferred 
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stock outstanding and 4% on this issue 
would require but $640,000. Both pre- 
ferred dividends could be paid, there- 
fore, out of this year’s earnings and more 
than half of the surplus would still re- 
main. For the six years ended June 30, 
1914, Erie earned an average of 7.4% 
per year on the Ist preferred stock after 
charging off an average of $700,000 a 
year for additions and betterments. It 
would seem, therefore, that once Erie 
starts dividends on this issue it should 
be able to maintain them without much 
trouble. Graphic 2 shows the operating 
expenses and operating revenue of Erie 
for the past several years. 

To realize that Erie has improved re- 
markably in efficiency in the past ten 


years it is only necessary to glance at 
traffic statistics at that time. For the 
year ended June 30, 1905, freight density 
was 2,401,672 as against 3,291,110 for 
the year ended June 30, 1914. Average 
freight train load in 1905 was 412 tons 
and in 1914 590 tons. Train mile earn- 
ings in 1905 were $2.01 and in 1914 
$2.55. The company’s more liberal up- 
keep policy in recent years is shown by 
the increase in maintenance charges per 
mile. In 1905 maintenance of equipment 
per mile was $3,533 and in 1914 $5,013, 
an increase of $1,480, and maintenance 
of way in 1905 was $1,652 per mile, as 
against $3,101 in 1914, an increase of 
$1,449. 

Erie is decidedly a freight road and 
freight makes up about 75% of its total 
trafic. This compares with 60% for 
the New York Central and 72% for the 
Pennsylvania. Classification of freight 
tonnage shows that about 61% consists 
of products of mines, 14% manufac- 
tures, 8% products of agriculture and the 
balance merchandise and miscellaneous. 
The larger part of its traffic in products 
of mines consists of anthracite and bitu- 
minous coal. For the year ended June 
30, 1914, there were 9,882,781 tons of an- 
thracite carried representing 25.92% of 
the total freight tonnage and 6,821,387 
tons of bituminous, representing 17.89% 
of the total freight tonnage. 


Position of the Stocks 


The accompanying table gives the high 
and low prices of the Erie stocks from 
1909 to date. It will be noted that the 
high points reached by these stocks in 
1915 exceeds the high of any of the other 
years, except in the case of the Ist pre- 
ferred which touched a high of 61% in 
1911 as against this year’s high of 597s. 
Erie common selling over forty undoubt- 
edly discounts a good deal of the im- 
proved outlook for the company. It is 
hard to see how dividends for this issue 
can be justified in the immediate future. 
If the road earns four, five or even six 
per cent in 1916 under expanding busi- 
ness conditions, it would hardly be con- 
servative to pay this out to the common 
stockholders. The company can well af- 
ford to further strengthen its financial 
condition and put itself in a position to 
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PRICE RANGE—YEARS 1909-1915. 


—1915— —1914— —1913— —1912— —I1911— —1910— —1909— 

>». kk HB L H. L. gB & &- se L. 
Erie coms... ...... 455% 19% 32% 20% 32% 20% 39% 30 38% 27% 3456 19% 39 22% 
Erie Ist pfd....... 59% 32% 49% 32 49% 33% 57% 47% 61% 455% 52% 35 56% 36% 
Erie 2d pfd....... 52% 27 40% 26% 41 28% 48 38 49% 35 42 26% 46% 28% 








easily pull through another stretch of 
hard times. Of course, if business keeps 
up its present pace for two or three years 
dividends on the common by that time 
can be reasonably expected, but that pres- 
ent large traffic will continue is by no 
means certain. 

The preferred stocks are in a much 
stronger position. With a normal year’s 
business Erie should be able to earn 
enough to cover the 4% dividend require- 
ments on both issues, and have a substan- 
tial surplus left. Erie Ist preferred sell- 


ing under 60 does not look like an un- 
attractive speculation. At its present 
price of 57 it would yield on a 4% basis 
7% on the investment. When it is put 
on a dividend basis, unless some unfor- 
seen circumstances of an unfavorable 
nature develop, the company should have 
no trouble in keeping it there. As there 
is so little 2nd preferred stock outstand- 
ing it takes but a very little more to give 
this issue its 4% and it is quite possible 
that the two issues may be put on a divi- 
dend basis simultaneously. 








Market Statistics 





HE accompanying tabulation is of great value to the trader, inasmuch as it gives a bird’s eye 


view of the market situation in all its aspects. 


By comparing the statistics each issue with 


previous periods many helpful conclusions may be drawn. 


Dow Jones Averages 


12Inds. 20 Rails. 
Monday, December 6........ 132.90 107.20 
Tuesday, - RE re 131.96 106.56 
Wednesday, “ — rrr 134.00 106.40 
Thursday, i ican die 131.98 105.91 
Friday, ” ib itedens 130.55 105.21 
Saturday, ™ ee ee 131.42 105.58 
Monday, = _ ere 131.34 104.97 
Tuesday, - , Sawer 132.43 105.90 
Wednesday, “ ae 131.13 105.71 
Thursday, " ee 128.56 104.88 
Friday, ni _ ee 128.13 105.13 
Saturday, _ eer 128.09 105.30 





Breadth 
50 Stocks (No. 
High. Low. Total Sales. issues). 
91.37 90.30 531,100 205 
91.90 90.71 710,100 214 
91.51 90.15 543,100 196 
91.76 90.32 656,400 202 
90.79 89.65 570,300 210 
90.02 89.49 293,800 166 
90.06 89.03 377,900 189 
90.76 89.16 468,900 178 
91.13 90.15 617,300 185 
91.03 89.34 650,800 197 
90.37 89.11 514,500 186 
90.27 89.77 173,700 144 
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Studebaker 


Small Beginnings of a Great Company— 
Value of “Good Will”—War Orders, 
Earnings and Position of Common 








J. M. Studebaker 


By NORMAN MERRIMAN 





HE value of the good-will of any 
industrial corporation is always 
debatable. Some corporations 

have no good-will of consequence, hav- 
ing earned a bad reputation with the 
public on account of the lack of de- 
pendability of the company’s product. 
Other corporations could go out of 
business and sell their good-will for 
millions of dollars, simply because the 
public had confidence in any article 
bearing the company’s trade-mark. 

It is difficult to arrive at any definite 
conclusions as to the value of Stude- 
baker common stock, for the reason 
that it is almost impossible to ap- 
praise the company’s good-will. Fifty 
years ago the name Studebaker was 
known everywhere throughout the 
Middle West and certainly for as long 
as forty years the Studebaker Broth- 
ers Manufacturing Company has been 
known as one of the two greatest if 
not the greatest manufacturers of car- 
riages and wagons on the country. 

It is only natural that the good-will 
of the Studebaker Company should 
have become one of the most potent 
factors in the sale of automobiles, 
after the company became established 
and recognized in this field. The far- 
mer, whose father and grandfather had 
bought Studebaker products, and who 
had himself known and tested their 
goods, would naturally give the Stude- 
baker Company preference when he de- 
cided to buy an automobile. To how 
great an extent the Studebaker Com- 
pany has an advantage over other 
companies as a result of this factor, it 
is impossible to judge, but that it is 


a factor in lowering the selling cost of 
the Studebaker automobile is unques- 
tioned. 


Studebaker Beginnings 


The wagon and carriage business of 
the Studebaker Bros. Manufacturing 
Company had its beginning in 1852 
when Henry and Clement Studebaker 
started a general blacksmithing and 
vehicle-building business in South 
Bend, Ind. In 1868 this business was 
incorporated as the Studebaker Bros 
Mfg. Corporation. In 1911 this com- 
pany was merged with the Everitt- 
Metzger-Flanders Company, of De- 
troit, which was at that time, although 
less than three years old, one of the 
country’s. most successful automobile 
manufacturers. In the year prior t 
the merger of the two companies the 
Studebaker Bros. Manufacturing Cor- 
poration made over 60,000 farm wagons 
and about 50,000 miscellaneous vehicles 
including buggies, phaetons and other 
types of carriages, street-sweepers, etc. 
The company also manufactured some 
harness. The company had $3,600,000 
common stock outstanding on which 
6% dividends had been paid for a long 
period. 

The Everitt-Metzger-Flanders Co 
was incorporated in August, 1908, and 
up to December 31, 1910, was reported 
to have made a total of 23,000 auto- 
mobiles. In 1910 the company’s gross 
sales were reported as over $14,000,000 
For the same year the gross sales of 
the Studebaker Bros. Company were 
about $6,000,000, so that the gross busi- 
ness of the merged companies in 1911 
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should have been about $20,000,000. 
By 1914 this gross business had grown 
to $43,000,000, the increase being al- 
most entirely due to the increase in 
sales of cars. The total sales of cars 
for 1912 is given as 32,500. In 1915 
this number will probably reach 75,000. 
and in 1916 it is likely that the 100,000 
mark will be reached. 


Earnings After Merger 


In the first full fiscal year after or- 
ganization (1912) the company re- 
ported earnings of $2,313,245, or about 
48% on the $27,931,600 of common 
stock, after deducting the 7% dividend 
of the preferred stock, of which there 


three years, first on a 5% basis and 
then, within six months, increased to 
what is practically a 10% rate. We 
have no means of judging the perman- 
ence of this growth, however, for the 
greater part of it has occurred since 
the last annual statement was pub- 
lished. Until we read the annual state- 
ment for 1915 we shall have no means 
of judging the stability of the 10% 
dividend rate. We may hazard a guess 
that earnings for this year will reach 
35% and this figure will probably not 
be very wide of the mark. But even 
these earnings will not justify the 
present price of the stock unless we 
feel that there is every reason to be- 











One of the Studebaker Plants at Detroit 


is now $11,758,000 outstanding. In the 
following year 3.1% was earned and 
for 1914 net earnings amounted to 
12.8% on the common stock. This in- 
crease in earnings was in part due to 
increased sales, but the most important 
factor was the reduction in operating 
and selling costs. 


War Orders 


About the close of 1914 the com- 
pany is reported to have received large 
orders from one of the belligerent gov- 
ernments for trucks, harness, etc. 
These orders have been stated at about 
$14,000,000 and their effect on the com- 
pany’s securities was much discussed 
when the stock was rising from 35 to 
70. For the rise that has taken place 
during the last six months the remark- 
able growth of the company has been 
given credit. The company’s position 
has certainly improved greatly, or the 
common stock could not have been 
placed, after receiving nothing for 


lieve that such a rate of earnings will 
be continued. 

At the present time, therefore, the 
purchase of Studebaker cannot be 
viewed in the light of anything but a 
speculation, for we do not know 
whether the company’s earnings justify 
the present dividend rate, nor have the 
reports for previous years shown any- 
thing to give reasonable justification 
for the permanence of such a dividend 
rate. The writer does not mean that 
the company may not show earnings 
amply justifying the present price of 
the stock. It is merely because of the 
uncertainty of the matter that he ad- 
vises caution. The rise may have been 
chiefly due to the buying of the public 
at reckless prices, or it may have been 
due to insiders buying at what may 
ultimately prove very cheap figures. 


Auto Output in U. S. 


One feature in particular must be 
kept in mind, however. That is, briefly, 
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that we are nearing the time when 
there will be an over-production of au- 
tomobiles in the United States. When 
this time is finally reached, those who 
bought motor stocks at high prices 
will have reason to regret his pur- 
chase. 

In 1916 the United States will 
produce as many pleasure cars and 
trucks as were registered in the entire 
country in 1912. Can we absorb this 
number? The European war has in- 
creased our exports and drained our 
supply of horses and mules, thereby in- 
creasing the demand for cars. The jit- 
ney-bus has provided the dealer with 
a market for his second-hand cars. 
These factors are known. The un- 
known factor is: Can the American 
public buy cars annually at the rate of 


one for every eighteen families in the 
country? This is the question that 
time only can answer accurately. We 
see on every side evidences that the in 
siders are willing to let the public carr) 
the burden of ownership of motor stocks. 

Not one or two, but many new issues 
are making their appearances daily in the 
markets. 

An old and honored axiom in «Wall 
Street is that stocks are put out to 
sell and not to buy. Sometimes this 
is not true, but when stocks are 
brought out at prices which represent 
an increase in value of one or two 
thousand per cent in a year or two, it 
seems unlikely that they are being 
brought out because of a desire on the 
part of the present owners to share 
their profits with the public. 








Investment 


Inquiries 


NOTE.—Answers published are condensed from the very large number of inquiries re- 


ceived. All inquiries are answered 


by mail as soon as received and should be accompanied 


by stamped and addressed envelopes. Questions should be as concise as possible, written on 
one side of the paper and the prices paid for securities about which inquiry is made should 
always be stated. Replies wired C. O. D. when requested. Annual subscribers’ inquiries receive 


first attention. 





United Profit Sharing 


United Profit Sharing is not paying divi- 
dends and no income account or balance sheets 
have been made public. Possibly they are do- 
ing as well as you have heard, but no one but 
the insiders and their close friends may know 
the facts. 

We are not enthusiastic about the stock. We 
do not believe the character of the business is 
such as to warrant the belief that it will keep 
up for many years and maintain the popular 
hold it now has. It is something of a fad, this 
coupon and stamp business, and may pass out. 
This sounds pessimistic, but you must know 
that the coupon idea by no means meets the 
approval of all business people and legislation 
is threatening in several states. 


Westinghouse 


B. G. M., Westwood, N. J.—It does not 
seem necessary to take a loss on Westing- 
house. The company is making enormous 
earnings from its war contracts and while 
the stock may react a little further, it will 
in all likelihood sell considerably higher 
unless there is a sudden termination of the 
war. 








Keystone Ordnance 


V. G. M., Simsbury, Conn.—Keystone 
Ordnance owns the Adams Detonator Fuse, 


which is now being tested by the U. S. 
Ordnance Department. It is understood 
that tests which have been made’so far have 
fulfilled expectations. It is considered prob- 
able that the U. S. Government will insist 
upon the exclusive use of the Adams Fuse. 
If it does, the Keystone company will prob- 
ably receive a minimum of $100,000 a year 
during the life of the patents—approximate- 
ly 17 years. The capitalization of the com- 
pany is $200,000, par value $10. Keystone 
Ordnance is a speculative stock, and while 
it has possibilities of having a substantial 
advance, the element of risk is considerable. 





Maxwell Motors 


B. R., Bridgewater, N. S., Canada.—Max- 
well Motors common stock is highly specu- 
lative. The future market course of this 
security should largely depend upon whether 
or not the present activity in the automobile 
trade continues. 





Triangle Film 


D. A. E., Philadelphia, Pa—There is no 
definite information as to just what are the 
earnings of Triangle Film at the present 
time. There are 1,000,000 shares outstand- 
ing, par $5. The company is embarking 
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upon an almost untried field in the produc- 
tion of high-priced movies. It has not yet 
had time to demonstrate how successful this 
project will be. We regard the stock as a 
speculation. 





American Marconi 


P. M., Antigonish, N. S., Canada.—Amer- 
ican Marconi Company’s ‘present earnings 
hardly justify a higher price for the stock. 
The future of the company may present con- 
siderable possibilities, but it has not -yet 
reached a basis of earnings that would warrant 
regarding it as being on an investment basis. 





Southern Railway 


R. M. B., East Pepperell, Mass.—South- 
ern Railway for the year ended June 30, 
1914, earned 14% on the common stock, 
and in 1913, 3%4%. In the last fiscal year 
ended June 30, 1915, nothing was earned 
on the common, and only 2.3% on the pre- 
ferred. Current earnings, however, are run- 
ning well ahead of last year, and for the 3 
months ended Sept. 30, 1915, net was $1,000,- 
000 ahead. The common stock has prob- 
ably already discounted this improvement, 
as it has advanced from $12% to $26 and is 
now selling around $24. 





B. & O. 


E. H., Northampton, Mass.—Baltimore & 
Ohio’s current earnings have been showing 
up remarkably well, and we think the pros- 
pects of an advance in this stock are as good 
as anything else we know of. As you have 
had this stock for a long time, we think 
you might do well to stay with it until you 
can get out with a small profit or at any 
rate without a loss. 





Some Good Investments 


V. J. H., Brooklyn, N. Y.—The follow- 
ing are good investment stocks: Atchison 
pid., Baltimore & Ohio pfd., American Can 
pfd., Central Leather pfd., Cities Service 
pfd., American Smelting & Refining pfd.; 
and as their dividends are reasonably secure, 
there is no reason why you should not hold 
these stocks for investment purposes. 





U. S. Rubber 


B. A. R., Norfolk, Va.—Col. Colt, presi- 
dent of U. S. Rubber, has recently stated 
that the earnings for 1915 are not showing 
up quite as well as in the previous year, 
largely due to the increased cost of raw 
materials. When the common dividend was 
passed recently, the directors announced 
that dividends would not be resumed until 
the financial position of the company had 
been considerably strengthened. The com- 
pany, in the past, has not charged off any 
very considerable amounts for depreciation 
out of earnings, too much of the surplus 








earnings of the company having been paid 


out in dividends. 





Standard Milling 


B. A., Manchester, N. H.—Standard Mill- 
ing in the last few years has shown a steady 
increase in earnings. In 1912, 5% was earned 
on the common stock; in 1913, 7.97%, and in 
1914, 12.87%. Current earnings are reported 
to be good. Both the common and pre- 
ferred are rather speculative, and we think 
you would do well to be satisfied with a 
reasonable profit. 





Wright Aeroplane 


S. M. J., Springfield, Mo—The purchase 
by the Wright Aeroplane Co. of the Simplex 
Motor Car Co. will probably result in an ad- 
vantage to the latter. It is understood that the 
Wright Co. has $40,000,000 in aeroplane orders 
in sight, as soon as the company has made the 
necessary arrangements for handling this vol- 
ume of business. 


International Mercantile Marine 


T. D. C., Beaver Falls, Pa—International 
Mercantile Marine’s capitalization is as fol- 
lows: $52,744,000 4%4% collateral bonds; $17, 
632,000 International Navigation 5% bonds; 
$5,802,055 debentures of consolidated compa- 
nies; $51,730,971 6% cumulative preferred 
stock ; $49,931,735 common stock. 

There are 78% back dividends due on the 
preferred stock. Because of the war the earn- 
ings of the company have greatly increased, 
and it is estimated that at the present time 
they are earning at the rate of 100% on the 
preferred stock. The, present reorganization 
plan of the company, it can be definitely stated, 
will not go through. It is the best opinion 
that the 442% bonds will be paid off at par, 
leaving the equity in the company for the 
shareholders. There is little likelihood of any 
assessment on the preferred stock. 





Intercontinental Rubber 


P. F. D., Nyack, N. Y.—Intercontinental 
Rubber controls the Cedros ranch in Mexico, 
comprising about 2,000,000 acres of land on 
which the guayule ‘shrub is grown. Earnings 
of the company have dropped to practically 
nothing, because of the Mexican situation. 
With conditions propitious, however, the com- 
pany has considerable earning power, as shown 
in the past years. Profits were: 


1910. $2,369,000 
ee 2,714,000 
| eee 1,190,000 
ee ee ,000 
ess 86,000 


The future prosperity of this company is 
largely dependent, therefore, on how condi- 
tions in Mexico work out there. There is 
$29,031,000 common stock outstanding, and 
$5,800,000 7% preferred. 
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INDUSTRIALS 


Allis - Chalmers. — DECLARED QUAR- 
TERLY dividend of 14% on pfd. and extra 
dividend of 14% on account accrued back 
dividends. There still remain unpaid back 
dividends of- 13%. 


American Beet Sugar—D ECLARED 
> ta faa quarterly dividend of 14%% on 
pfd. 

American Brake Shoe & Foundry.—FOR 
YEAR ended Sept. 30, 1915, earned 16.46% 
on pfd. after allowing 7% on com: Pfd. is 
entitled to all dividends after 7% is paid 
on com, Pres. Culler says: “General de- 
pression in business continued first three- 
quarters of this fiscal year. Subsequently, 
however, there was a good improvement.” 


American Brass—DECLARED EXTRA 
dividend of 5%, payable Dec. 20. 


American Car & Foundry.—DECLARED 
REGULAR quarterly dividend of % of 1% 
on com. and 134% on pfd., payable Jan. 1. 


American Graphophone.—AS A RESULT 
of published facts about Co.’s affairs, com- 
mon has sold up to 145, and preferred to 152. 


American Ice—REPORTED THAT 
there is no likelihood of dividend being con- 
sidered until next summer at earliest. 





American Locomotive—FOR SIX mos. 
ended Dec. 31 reported will earn suffi- 
cient to cover entire year’s dividend on pfd. 
stock. Profits from war orders will not 
figure largely until 1916. 


American Malting Co.—STOCKHOLD- 
ERS APPROVED reduction of company’s 
pfd. stock from $15,000,000 to $9,000,000 and 
com. from $15,000,000 to $6,000,000. This is 
probably first step toward doing away with 
the holding company, the American Malt 
Corporation. Business is reported showing 
big increases. 

American Tobacco.—ESTIMATED 
COMPANY will earn in neighborhood of 
21% on its com. for 1915. 

American Woolen.—DECLARED REGU- 
LAR quarterly dividend of 134% on pfd. 
Mills are running at capacity, war orders 
now aggregate about $30,000, 

Bethlehem Steel —AVERAGE DAILY 
output of shells for Nov. nearly 30,000. 


Cambria Steel—NEGOTIATIONS RE- 
PORTED under way for merger of this 
company with Youngstown Sheet & Tube 
Co. and Lackawanna Steel. 

Central Leather—REPORTED to have 
earned $1,000,000 net in Nov. 

Corn Products Refining —GEORGE F. 


HARDING’S anti-trust suit against this 
company and Standard Oil has been dis- 








missed by Federal Circuit Court of Appeals. 

This does not affect the Government’s anti- 

trust suit against company which is to be 

yee in January in the Federal Court, New 
ork. 


Cramp Shipbuilding. —- REPORTED 
THAT certain large interests may soon 
make an offer for control. For year ended 
April 30, 1916, company expects to earn 
from $25 to $30 a share on stock. 


Diamond Match—NET PROFITS for 
year ended Dec. 31, 1915, expected to equal 
between 11% and 12% on stock. 


Driggs-Seabury Ordnance. —S TOC K- 
HOLDERS AUTHORIZED $6,500,000 new 
stock, of which $5,425,000 was offered to 
stockholders of record Dec. 16 at $125. Rea- 
son for issuing new stock was to provide 
additional working capital of $1,500,000 and 
to buy controlling interest in Savage Arms 
Co. Driggs-Seabury has closed contract to 
manufacture 10,000 aeroplane guns. 


Emerson Phonograph—IS NOW MAK- 
ING deliveries of its phonographs and rec- 
ords. Facilities are being taxed to the ut- 
most and company is many thousands of 
machines and over 1,000,000 records behind 
in its deliveries. Balance sheet as of Dec. 
13, 1915, shows cash on hand $36,719. 
Profit and loss surplus $220,422. 


General Motors —NEXT DIRECTORS’ 
meeting will be held first week of Jan. and 
dividend action on com. stock is expected 
at that time. 


General Railway Signal—RECEIVED 
ORDER for 50,000 rough shell forgings. 


Hercules Powder.—DECLARED REGU 
LAR quarterly dividend of 2% on com. and 
an extra of 4%, 


Ingersoll-Rand.— DECLARED EXTRA 
dividend of 10% on com., payable Dec. 29. 


International Mercantile Marine.— 
THERE have been several conferences be- 
tween the various Protective Committees, 
and it is expected that a new plan of reor- 
ganization will be announced this month 


International Nickel. — EARNINGS for 
year ended March 31, 1916, expected to be 
$6,000,000 ahead of last year. Advance in 
price of copper has greatly benefited com- 
pany’s business. 


International Steam Pump.—COMPANY 
to deliver 750,000 shells before Dec. 1, 1916. 
Estimated that earnings next year will be 
sufficient to pay 7% on pfd. “A” and 6% on 
pfd. “B” shares to be issued under reorgan 
ization, and leave a balance equal to 8% on 
the new common. Company expects to be 
out of receivers’ hands within a few weeks. 


Kresge (S. S.).—NOVEMBER SALES 
$1,912,862, a gain of $503,652. Estimated 
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December sales will equal $3,000,000, bring- 
ing year’s business up to $20,600,000, as 
against $16,097,511 in 1914. 


Lee Tire & Rubber—NEW COMPANY 
formed with 100,000 shares, of which 67,000 
were offered by a syndicate at $50 a share. 
Stock has no par value. Earnings current 
year estimated at $5 a share. Expect to list 
stock on N. Y. Stock Exchange. 


McCrory Stores—NOVEMBER SALES 
$464,295, a gain of $83,116. 


McElwain (W. H.)—LARGEST UN- 
FILLED orders for this season in its his- 
tory. Sold ahead four to five mos. 


Marlin Arms Corporation —REPORTED 
that England will sign $25,000,000 contract 
for machine guns. 


Maxwell Motor.—DECLARED DIVI- 
DEND of 144% on Ist pfd., payable with- 
out interest at such time and in such instal- 
ments as may be fixed by Board, with right 
of stockholders to take in payment Ist pfd. 
stock at par on and after Jan. 3, 1916, up to 
June 30, 1916. 


May Department Stores—ALLEGHENY 
STORE sold. Price realized large enough 
to pay off entire floating debt of company. 
Reported company has had a satisfactory 
year and that prospects of increasing divi- 
dend on com. from 2% to 5% pocenses Me are 
good. Gross sales for Oct. were 20% ahead. 


Midvale Steel—HAS AUTHORIZED ad- 
ditions and improvements to cost upward 


of $6,000,000. Has purchased property con- 
taining 300,000,000 tons of merchantable iron 
ore in Cuba. 


National Enameling & Stamping.—CUR- 
RENT BUSINESS reported running close 
to record figures. 


National Steel Car—PROPOSES to pay 
off 14% back dividends on pfd. by a pfd. 
stock dividend. 


Pacific Mail—SOUTHERN PACIFIC 
has sold its 110,800 shares of stock of this 
company to W. R. Grace & Co. for $10 
per share. 


_Peerless Truck & Motor—ESTIMATED 
COMPANY will earn 20% on stock current 
year. 


_Penn Marine & Ordnance Castings —HAS 
SECURED contract for all-steel castings to 
be used by Southern Railway for 1916, and 
rang ce requirements of U. S. Navy 
or 4 


Republic Iron & Steel—_N O VEMBER 
PRODUCTION of pig iron, steel ingots 
and finished products broke all records. 


Sloss Sheffield Steel & Iron—DECLAR- 
ED REGULAR quarterly dividend of 134% 
and an extra dividend of 134% on pfd. The 
134% script due Jan. 1 and the 14% script 
due Oct. 1 will be paid in cash Jan. 3, 


Standard Motors.—PLANT CAPACITY 
is now five times as large as a year ago and 
orders insure full operation for many 
months. 


Submarine Boat—HAS CLOSED for- 
eign contract for 200 additional high speed 
launches, on which profit should be $5,400,- 
000. Orders on hand expected to yield prof- 
its of over $40 a share in the next two years. 
This is exclusive of contracts under nego- 
tiation or prospective. 


Union Bag & Paper—HAS SOLD several 
of its Canadian properties. Work will soon 
be begun on erection of plants at Cap 
Madeleine. 


United Cigar Stores—-MOVEMENT RE- 
PORTED to be on foot to change par value 
from $10 to $100. 


United Drug—NOVEMBER GROSS 
$200,000 ahead of last year. 


United Dry Goods—NEW COMPANY 
to be called Associated Dry Goods Co. will 
be formed to merge United Dry Goods and 
Associated Merchant companies. Capital- 
ization will be $20,000,000 Ist pfd., $10,000,- 
000 2nd pfd., and $14,000,000 common. 
Holders of 100 shares United Dry Goods 
pfd. will receive 70 shares of Ist pfd. and 
40 shares of 2nd pfd. in new company, 
while common shareholders will receive 
share for share in new common, 


United Fruit—STOCKHOLDERS OF- 
FERED right to subscribe to new stock at 
$120 per share in the ratio of one for three. 


U.S. Cast Iron Pipe—SEVEN MONTHS 
ended Dec. 31, 1915 expected to show sur- 
plus after charges of $300,000. 


U. S. Industrial Alcohol—NOVEMBER 
PROFITS estimated at $155,000. New 
plant near Baltimore expected to be in op- 
eration Jan. 1. 


Weyman- Bruton. — PREFERRED 
STOCKHOLDERS given right to subscribe 
at par for new pfd. stock to extent of three 
shares for each twenty held, and common 
stockholders the right to subscribe at par 
for new com. to extent of three for twenty. 
Right to subscribe terminates Jan. 3. 


Willys-Overland.—EARNINGS for 1915 
expected to be between $12,000,000 and $13,- 
000,000 net. 


RAILROADS 

Baltimore & Ohio.—RECENT ISSUE of 
$60,000,000 5% bonds was four times over 
subscribed. Average allotment was, there- 
fore, approximately 25% of subscription. 

Boston & Albany.—FOR FIRST three 
weeks of Nov. freight revenues were 34% 
ahead of last- year. 
(Continued on Page XXII. Advertising Section.) 
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MINING AND OIL 

















International Nickel’s Canadian Copper Co. Works 








International Nickel—An Air-tight 


Corporation 


Story of the Richest Mine in the World— Remarkable 
Growth of Nickel Industry—Earnings on Common 
Stock—Investment Prospects 





By BARNARD POWERS 





NTERNATIONAL NICKEL has two 
claims to mining fame. The first is 
that its 100,000 acres of patented 

lands at Sudbury, in the province of 
Ontario, Canada, contain the most valu- 
able mineral deposits in the world. The 
second is that it is as nearly an airtight 
company as one might wish, since it pro- 
duces and sells 75% of the world’s nickel. 


Ore Reserves 


In the Creighton mine, the richest ‘of 
the Sudbury group, 17,000,000 tons of 
ore have been developed above the 1,000 
foot level. When the drills were stopped 
at that level they were still in ore of 
average values. The company’s engi- 
neers figure, in accordance with the prac- 
tice in regard to ore bodies of this sort, 
that half the life of the mine or more, is 
below the 1,000 foot level. The No. 3 
mine has also been developed to the 1,000 
foot level and has 40,000,000 tons of ore 
in sight. Including the reserves in the 


Cliff and Crane Hill properties, Interna- 
tional Nickel has a 100 years life.at the 
present rate of production, even if no 
more ore is developed. Taking only the 
actually developed ore in the first two 
mines mentioned, at their average grass 
value of $30 a ton for the Creighton and 
$20 for the No. 3, and one gets some be- 
wildering figures, viz. 

Creighton mine (17,000,000 tons at 


$30 a ton) 
No. 3 mine (40,000,000 tons at $20 


$510,000,000 
800,000,000 


$1,310,000,000 

It should be remembered that these 
figures take into consideration only ore 
actually in sight. What the unexplored 
depths below the 1,000 foot levels may 
contain, no man may say with certainty. 


Early History 


Chance, as often the case in mining, 
brought the Sudbury mines into exist- 
ence. The discovery of these nickel de- 
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posits, dates at the time the Canadian 
Pacific Railroad was flinging its branches 
westward. The railroad’s engineers, 
driving a cut through a Sudbury hillside, 
turned up a peculiar appearing ore which 
caught the eye of one S. J. Ritchie, an 
enterprising American promotor from 
Akron, Ohio. A “color” assay test 
showed 7% copper. Greatly excited, 





known process whereby the two chief 
elements could be separated. 

About that time Commodore Folger, 
chief of the U. S. Ordnance Dept., learned 
that the French were experimenting with 
a remarkable new steel which was made 
in conjunction with nickel. It was the 
beginning of the now famous nickel-steel, 
which has made possible the bicycle, au- 





Electric Sub-Station at Copper Cliff Plant 


Ritchie hastened back to Ohio, interested 
his associates, bought thousands of acres 
in the Sudbury district and then went to 
Robert M. Thompson, president of the 
Orford Copper Co., to obtain a contract 
for the treatment of 100,000 tons of ore. 
Fuller analysis of the first 1,000 ton ship- 
ment of ore disclosed only 4% copper, 
but showed, on the other hand, the pres- 
ence of 34%4% of nickel. Nickel’s use 
was then in infancy and only about 100,- 
000 pounds were produced in the United 
States. 

Among the men Ritchie had interested 
in his property were Senator Paine, 
father of Col. Oliver H. Paine, and Judge 
Stephenson Burke of Ohio. They built 
a smelter and accumulated 30,000 tons 
of matte carrying 35-40% copper and 
20-25% nickel. But there was no de- 
mand for a matte of that sort and no 


tomobile, aeroplane and modern armor 


plate. The Government became greatly 
excited and Congress appropriated $1,- 
000,000 to buy nickel. The price prompt- 
ly jumped to $1 a pound. Ritchie tried 
to sell his matte to the Government on a 
basis of 40c. a pound for the nickel and 
15c. for the copper, but Washington re- 
fused the offer. 

Then Col. Thompson bought the matte 
from Ritchie, worked gut a refining proc- 
ess and, in the best spirit of public citi- 
zenship, sold the nickel to the Govern- 
ment at 24c. a pound, thereby saving the 
National Treasury $760,000 on 1,000,000 
pounds of the now valuable metal. In 
addition, Col. Thompson offered to give 
gratis to the Government 100,000 pounds 
to be used only for mew experimental 
work. When the next chief of the Ord- 
nance Bureau came into office, this nickel 











INTERNATIONAL NICKEL 





was ordered delivered to the Bethlehem 
Steel Works as the Government had de- 
cided not to manufacture armor plate. 
When it was evident that the gratis 
nickel was not to be used for experi- 
mental work, in accordance with the 
terms of the gift, a clash followed with 
the then Assistant Secretary of the Navy, 
Col. Theodore Roosevelt. The latter 
attempted to settle the matter with char- 
acteristic abruptness and the result was 
the government lost the nickel. 


Mr. Charles M. Schwab, then repre- 
senting the Carnegie and Bethlehem com- 
panies, said he would pav 20c. for nickel. 
He paid 40c. At that time the Orford 
company had a contract with the Ritchie 
interests to handle their matte. 

Such in brief, is the story of nickel of 
the early days before Mr. Schwab organ- 
ized the International Nickel Co. in 
1902. 

The four men who were first to see the 
possibilities of the company and who, 
having been with it from the start, have 
contributed the most to its upbuilding, 
are Ambrose Monell, president, Robert 
M. Thompson, chairman of the Board, E. 
F. Wood, Ist vice-president and J. R. 
De Lamar, 2nd vice-president. J. R. 
De Lamar now holds the largest stock in- 
terest in the company and is one of its 
moving spirits. It was his idea to reduce 
the par value of the stock from $100 to 
$25 to render it a more liquid asset and 
this plan has been approved by the di- 
rectors and awaits ratification by the 
stockholders. 

Incorporated in March 1902, the Inter- 
national Nickel Co. included the Cana- 
dian Copper Co., Orford Copper Co., 
Anglo-American Iron Co., Vermilion 
Mining Co., American Nickel Works, 
Nickel Corporation of Great Britain and 
the Societe Miniere Caledonienne. In 
1912 the Colonial Nickel Co. was ac- 
quired by exchange of stock. The ori- 
ginal company had an authorized capital 
of 12,000,000 bonds, $12,000,000 6% non- 
cumulative preferred stock and $12,000,- 
000 cémmon stock. 

At the present time the company has 
$12,000,000 preferred authorized $8,912,- 
000 outstanding and $50,000,000 common, 
$38,310,000 outstanding. 


Dividends 


The preferred stock paid 444% in 1906 
and since has paid 6% annually In 
1909 the common started dividends with 
a modest 24%2% but paid 6% the next 
year and an extra dividend of 25%. 
In 1911 the common returned 10%% 
and the following year, before the con- 
solidation with the Colonial Nickel Co., 
17%4%. By the terms of the consolida- 
tion the stockholders received one share 





INTERNATIONAL NICKEL — NET EARNINGS. 
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of new preferred for each share of old 
preferred, and 2% shares of new com- 
mon for each share of old. For the bal- 
ance of 1912 and after the consolidation, 
the new common paid 2%. In 1913 it 
paid 10%4%, 10% in 1914 and 174% 
this year. In addition a stock dividend 
of 10% was declared on the common last 
October. The common is now on a 20% 
per. annum basis. 


Outlook 


The story of the growth of the com- 
pany has been the story of the growth of 
the demand for nickel-steel, which, for its 
hardness and tensile strength, is indis- 
pensable in arts and trades where those 
two qualities are prime factors. In spite 
of the fact that it handles 75% of the 
world’s nickel, the management has fol- 
lowed the broad policy of using every 
effort to “popularize” the use of nickel- 
steel in the belief that a big demand with 
smaller profits is better, in the long run, 
than a small demand with larger profits. 
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The success of this policy is seen in the 
accompanying graphic showing how the 
company’s profits have mounted almost 
uninterruptedly and in the record of 
dividends. U. 'S. consumption is now 
between 40,000,000 and 50,000,000 
pounds as compared with 100,000 pounds 
per annum in the early days. 

The “preparedness” movement in this 
country is a strong factor in favor of the 
company, as it means an increased de- 
mand for armor-plate. The commercial 
demand for nickel has shown an almost 
unbroken line of increase in the last ten 
years, and there are no signs that this 
demand will not continue to grow. 

The outlook for the company is 
summed up in the following observations 
by an officer and director: 

“The modern world cannot get along 
without nickel-steel and the growth of 
the demand for this product is one of the 
most remarkable in industrial history. 
Even if the present rate of increase 
should be maintained indefinitely, it 
would be a hundred years before the 
stockholders of the International Nickel 
Co. would have to begin to wonder 
whether their ores would still be suffi- 
cient to meet that increasing demand.” 


Earnings and Investment Position of 


Stock 


At the present time the company is 
earning at the rate of about 32% per 
annum on its stock. On the present divi- 
*dend basis the stock returns 10% on a 


market price of 200. Continuation of 
present earnings will mean either another 
stock dividend, a large cash distribution 
or an increase in the dividend rate in the 
first quarter of next year. Cash on hand 
or in the banks totals $8,000,000 or ap- 
proximately 4 times working capital re- 
quirements. If Nickel’s stock were sell- 
ing on a 744% yield basis as the stock of 
Utah, Chino and other mining proper- 
ties of like character, it would be 50 or 
60 points higher than at the present time. 

If one cares to delve into the rather 
abstract matter of book value for the 
stock some surprising results are obtain- 
able. On the basis of $1,310,000,000 
gross value for the developed ore, the 
470,000 shares of preferred and com- 
mon stock (there being no bonds) have 
a book value of $2,787 per share. Ex- 
travagant as that statement may seem it 
is vouched for by the highest possible 
authority. 

Another very important point for the 
investor to remember is that only about 
one quarter of International Nickel’s 
product—i. e. copper—is subject to mar- 
ket fluctuations. Notwithstanding that 
most metals have risen tremendously as 
the result of war conditions the Interna- 
tional Nickel Co. is still selling its nickel 
on the basis of prices which have been 
established over the last dozen years. 
The company has a “long pull” manage- 
ment and the stock is a “long pull’ in- 
vestment with some particularly attrac- 
tive speculative possibilities. 








ON’T buy rubbish just because the price is in cents 
rather than in dollars. To buy “cheap” shares, is usu- 
ally to buy dear ones. The best grades of stocks are the 

Leave alluring 


ones ordinary investors should patronize. 
“prospects” and fancy new inventions to gamblers. 


Do not 


embark upon unchartered seas. Buy securities which have a 
pedigree and which have a clean record. Favor corporations 


that practice publicity. 
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Vacuum Oil—War Hurt 
and War Prosperous 


Will Domestic Demand Make Up for 
Decreased Earnings Abroad?—Ques- 
tion of Capital Increase — Financial 
Position and Dividend Outlook 
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By A. C. LAWRENCE 





HE business of the Vacuum Oil 
Company is chiefly confined to the 
manufacturing and marketing of 

high grade lubricants and the major part 
of its output under normal conditions 
is sold abroad. Therefore, before any 
intelligent consideration can be given 
to the position of the company with 
relation to its probable earnings, a 
knowledge of its foreign interests and 
an analysis of the effect of the Euro- 
pean war on the activities of its Eng- 
lish and Continental subsidiaries, is neces- 
sary. 


Foreign Interests 


The company’s statement of its 
stock holdings in foreign vacuum com- 
panies as of December 31, 1914, as 
shown by official records, was $12,- 
459,086, equal to more than four-fifths 
of the entire capitalization. Of $9, 
118,050 in accounts receivable, $6,609,- 
087 were due ‘from the subsidiary com- 
panies, while $1,907,504 was owed these 
companies out of a total of accounts 
payable of $2,603,521. An even more 
significant indication of the importance 
of the company’s foreign interests, how- 
ever, is contained in a statement issued in 
conjunction with the 1912 annual report 
showing that foreign sales in that year 
comprised 18 1-2 per cent of the total. 

The more extensive marketing and 
manufacturing end of the foreign busi- 
ness is carried on in England and on 
the Continent, though the Australasian 
business is of considerable importance. 
In Europe, the organizations and terri- 


tories covered are as follows: Vacuum 
Oil Company, Ltd., for England; 
Deutsche Vacuum Oil Co., for Ger- 
many; Vacuum Oil Co., S. A. F., for 
France, Belgium, Holland, Spain, 
Switzerland and Algiers; Vacuum Oil 
Co., Ltd., for Russia and West Siberia; 
Vacuum Oil Co., R. T., for Austro- 
Hungary, Greece, Balkan States and 
Turkey; Vacuum Oil Co., S. A. L., for 
Italy; Vacuum Oil Co., Copenhagen, 
for Denmark and Norway; Vacuum 
Oil Co., Helsingfors, for Finland; 
Vacuum Oil Co., Lisbon, for Portugal, 
Canary Islands and Morocco, and 
Vacuum Oil Co., A. B., for Sweden. 
The company owns refineries in Aus- 
tria and Hungary, which obtain their 
main supplies from the Galician fields. 
These refineries, however, supply only 
a part of the products marketed 
through the European organizations. 
By far the bulk of these products are 
imported from the American refineries 
located at Orlean and Rochester, New 
York, and at Bayonne, New Jersey. 


War’s Effect on Earnings 


Appended to the company’s 1914. an- 
nual report was the following terse 
statement : “Owing to the war it is not 
possible to determine the profits on 
the shares held by this company in 
various foreign marketing companies.” 
From this it is apparent that the re- 
port only partly reflected the effect of 
the hostilities in Europe on the com- 
pany’s business last year. 

Net profits on operations of the 
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domestic company in 1914 were $2,- 
075,643 against $3,375,774 on the same 
business in 1913, representing 13.8 per 
cent and 22.5 per cent on the $15,000,- 
000 capital stock for the respective 
years. The share of the profits of the 
foreign marketing companies in 1913 
was $1,457,156, making a total of $4,- 
832,930 for that year. Combined net 
profits in 1912 were $4,159,006 against 
$2,938,037 in 1911. 

Further comment of an official char- 
acter as to the foreign operations of 


addition, the German and Austrian 
companies were in all probability pre- 
vented from getting the high prices 
for their products that would have nat- 
urally prevailed on account of the ur- 
gent demand, but for Government 
restrictions. 

Some idea of the situation in Ger- 
many and Austria is conveyed by the 
comments on conditions in those coun- 
tries made by the president of the 
Standard Oil Co. of New Jersey in the 
1914 annual report of that company. 














Laying the Pipe Line 


the company since the above informa- 
tion in connection with the 1914 report 


was vouchsafed, has been meager. 
There would appear to be no reason to 
doubt, however, that profits of the for- 
eign subsidiaries last year were much 
below 1913. In the early part of the 
current year the company’s business 
was not generally relieved of the de- 
pressed conditions. The foreign opera- 
tions underwent some improvement 
due to the big war demand for lubri- 
cants, but were restricted by the lack 
of supplies. Shipments into Central 
Europe were virtually suspended and 
are still cut off for that matter. In 


His observations were in part as fol- 
lows: “Shortly after the war Ger- 
many was cut off from all supplies of 
any consequence. Import from Amer- 
ica was impossible after a few weeks. 
The Galician production was soon 
taken by the Russians and from 
Rumania imports were possible only 
in such limited quantities that they 
were of no proportion in comparison 
with the demand. As a matter of 
course the earnings of the company 
were affected unfavorably by these cir- 
cumstances and this effect will be more 
marked in the current than in the past 
fiscal year. The company has con- 
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tinued to effect its deliveries during 
the war at the same prices as were 
prevailing during times of peace, and 
thereby prevented any material rise in 
prices to the consumers up to the end 
of the fiscal year.” 


Favorable Factors 


Offsetting the present unfavorable 
condition of affairs in Central Europe 
is the expansion of the Vacuum Com- 
pany’s export business together with a 
marked revival in the purely domestic 
demand for its products. Figures of 


to handle its increased business is evi- 
denced by the announcement that an 
addition to its Rochester plant is to be 
built immediately at a cost of $17,000, 
bringing expenditures for improve- 
ments for the year up to $210,000. 
Plans involving an additional outlay 
of $500,000 in 1916 are understood to 
be under consideration. A _ recent 
press dispatch announced the pur- 
chase of two new tankers of 50,000 
and 75,000 barrel capacity, and also a 
general cargo steamer of 3,500 tons 
capacity. 








VACUUM. OIL COMPANY—COMPARATIVE GENERAL BALANCE SHEET 
DECEMBER 31 


ASSETS 
4 


$4,139,791 
12,459,086 
59,381 
15,862 
7,188,373 
9,118,050 
3,152,417 


Real estate, plant, etc 
Stock in foreign companies 
Other investments 
Government securities 
Inventories 

Accounts receivable 

Cash and loans, etc 


1911 
$2,106,554 
10,864,766 

45,827 
15,863 
4,255,131 
8,148,391 
1,074,145 


1912 
$3,138,907 
11,376,326 

46,600 
15,863 
4,967,604 
11,318,426 
1,134,332 


1913 
$3,501,109 
11,376,385 

60,181 
16,875 
7,008,886 
11,424,088 
1,096,661 





Total assets $36,132,960 


$34,484,184 $31,998,058 $26,510,677 


LIABILITIES 


Capital stock $15,000,000 


Bonded debt 


Due foreign oil companies 
Accounts payable 
Insurance reserve 


$15,000,000 $2,500,000 
2,000,000 
8,320,577 
825,911 
833,076 


$15,000,000 


1,229,513 
1,093,269 
17,151,049 


14,675,276 11,981,113 





$34,484,184 $31,998,058 $26,510,677 








the Department of Commerce give ex- 
ports of lubricating oils for October 
at 18,168,186 gallons, valued at $2,611, 
214, against 16,576,066 gallons valued at 
$2,392,663 in the corresponding month 
of 1914. Ten months’ exports totaled 
200,944,391 gallons valued at $26,604,- 
057, against 162,308,099 gallons to a 
value of $22,181,967 in 1914. 

There is almost a famine in motor 
lubricants in England and France 
where the principal foreign outlet of 
the Vacuum Company now is. Prices 
are soaring with the result it is be- 
lieved that the profits of the English 
and French Vacuum companies are at 
high water mark. 

hat the Vacuum Company is taxed 


Financial Position and Dividend 
Prospects 


Doubtless the recent revival in 
domestic business and the heavy ex- 
port sales have resulted in a marked 
improvement in Vacuum Oil Com- 
pany’s finances. Yet all this does not 
necessarily mean that the company 
will be in a position to substantially 
increase its dividends in the near fu- 
ture, nor to cut a melon for the stock- 
holders after the manner of so many 
other members of the Standard Oil 
family. 

But the factor of largest importance 
in the company’s affairs financially is 
the probable need of more capital. The 











416 


THE MAGAZINE OF WALL STREET 





company has earned far in excess of its 
6 per cent dividend requirements since 
it began operating as an independent 
unit following the dissolution of the 
Standard Oil Co. of New Jersey by the 
Supreme Court decree of 1911. 
Dividend Prospects 

The 6 per cent rate remained in effect 
until this year when a 2 per cent extra 
disbursement was made in May out of 
surplus which was not used owing to 
the interruption of the program of 
foreign expansion. From time to time 
statements have been issued indicating 
that all surplus after dividends had 
been required to further develop the 
business and enlarge the plants. Heavy 
demands will almost certainly be made 
on the company’s resources after the 
war in the matter of replenishing 
stocks abroad and readjusting the 


marketing organizations in the 


zone in Europe. 


war 


Is a Capital Increase Probable? 


Before the outbreak of the war, it 
was intimated in quarters said to be 
in close touch with the affairs of the 
Vacuum Oil Co. that another increase 
in capital to $25,000,000 was con- 
templated. It was said that funds 
would be used for the extension of the 
company’s activities in the foreign 
fields. If any such steps were under 
consideration, the war, of course, re- 
sulted in the entire abandonment of 
the plans, but as pointed out above 
the conclusion that more capital will 
be needed when peace is declared 
seems warranted, and it would not be 
surprising if the step is taken when 
the occasion arises. 








Prosperity in Oils 





OME notable developments have 
occurred in the oil industry since 
the beginning of the current 

month, which have been reflected in a 
great upward swing in the oil securities 
markets. 

Probably the most important fea- 
tures have been the continued advances 
in price for crude oil and the refined 
products. Notwithstanding an _ in- 
crease in Oklahoma crude oil prices 
from 40c. on August 1 to $1.00 a bar- 
rel by the middle of November, litle 
new production has been discovered 
and since the first of December two 
further 10-cent advances have been an- 
nounced in the Oklahoma quotation, 
bringing the current price to $1.20 a 
barrel or three times the quotation of 
August 1. Prices for other grades of 
oil have continued to climb, the most 
important change being an increase of 
15 cents in Pennsylvania grades to $2.15; 
and further advances ranging from 5 
cents to 20 cents in quotations for 
Central Western, Texas, Louisiana and 
California grades. 


Result of Higher Prices 
As a result of higher prices for 


the raw material, refiners throughout 
the country have continued to an- 
nounce advances in prices for all pe- 
troleum products. Gasolene has been 
marked up a cent a gallon or more in 
every section of the country since De- 
cember Ist. Export gasolene prices 
within the last few weeks have been 
increased 2% cents a gallon. While 
gasolene prices have been affected most 
by the changed conditions in the oil 
industry prices for other products have 
also been increased, including kerosene 
lubricating oils, fuel oils, etc. Every 
indication is that prices for crude oil 
will move up further in order to stimu- 
late drilling in the oil fields. It is also 
probable that quotations for the refined 
products will continue to advance 
throughout the winter, as a result of 
increased crude prices and growing de- 
mand. Many refineries are sold out until 
next summer and practically every 
plant in the United States will run full 
all winter long in an effort to lay in 
stocks for next spring. Extensions and 
improvements to refineries are now 
being pushed and one of the most note- 
worthy developments is the announce- 
ment by Solar Refining Co. that it will 
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spend $1,000,000 on extensions which 
should practically double its capacity. 
This company is a $2,000,000 concern 
and last year it reported a deficit of 


almost $250,000. 
Important Dividend Declarations 


Among the important dividend dec- 
larations this month have been the 
Standard Oil Co. of Kentucky’s an- 
nouncement of an extra disbursement 
of 1% in addition to the regular 4% 
quarterly dividend. Illinois Pipe Line 
declared a $15.00 dividend compared 
with $5.00 last July. Prairie Pipe Line 
inaugurated dividends with the dec- 
laration of $5.00 a share and Prairie Oil 
& Gas Co. declared a $3.00 dividend, 
which was the first since February, 
1913. Midwest Refining Co. has raised 
its quarterly rate from 1% to 14% 
and there is talk of this company de- 
claring extra dividends next year. Cos- 
den & Co., the independent Oklahoma 


refining company, has just declared 2% 
and 2% extra for the first quarter of 
1916, compared with 2%% paid quar- 
terly during 1915. Another indepen- 
dent concern which has recently at- 
tracted considerable attention is the 
Sapulpa Refining Co., which has a 
3,000-bbl. plant at Sapulpa, Oklahoma. 
This company is now paying dividends 
of 10% per annum on its $250,000 pre- 
ferred stock and 6% on its $400,000 
common stock. It is said that present 
earnings would warrant a much larger 
rate on the common. 


Prosperity as Never Before 


Never before has the oil industry 
been in such a prosperous period as at 
present and the chances are that divi- 
dend developments among the oil com- 
panies during the coming year will sur- 
pass the expectations of even the most 
optimistic predictions of a few months 
ago. 





Caravan Carrying Case Oil Through Khyber Pass 
Between India and Afghanistan 








Our Waste of 


FEW years ago Senator Nelson W. 
A Aldrich, probably the greatest 
business man in the Senate, said 

that the Federal Government wasted 
$3500,000,000 a year. The application of 
common-sense business methods to 
American finance, he added, would save 
$1,000,000 a day. The financial meth- 
ods of Congress sufficiently explain this 
fearful waste. Until recent years the 


Public Money 


scandal has not particularly mattered, 
because our expenditures have been so 
comparatively small and our national 
wealth so enormous that waste in fed- 
eral expenditures did not greatly incon- 
venience us. 

A man who possesses an income of 
a hundred dollars a day is likely not to 
worry much about carfare.—The World's 
Work for December. 

















Mining and Oil Inquiries 





Braden 


J. H., Boston—Braden Copper is a good 
purchase for a long pull. It is one of the great 
mines and will become one of the factors in the 
copper producing world. There is no danger 
of an assessment. Money could be raised by 
borrowing on bonds or some such method. 
The fact that dividends are quite a way in the 
future plus the fact that the company needs 
money to meet its present bonded indebtedness 
is much the cause of the low price of the stock. 


Boston & Montana Development Co. 

J. P.—The Boston & Montana Development 
Co., of which W. R. Allen is president, and 
W. C. Siderfin is vice-president, is a Butte 
corporation. The company was incorporated 
in July, 1913, as a consolidation and merger 
of large copper mine properties in Beaverhead, 
Montana. Operations for the year ended 
June 30, 1914, consisted of a double-track 
mine tunel driven about 500 feet and the sur- 
vey work on the railroad. Sir Frederick W. 
Borden is chairman of the board of directors. 
There is not much information available here 
on this corporation. Its record so far would 
seem to indicate that it is a speculative propo- 
sition. Until it has developed an earning ca- 
pacity or unless you have some more accurate 
and direct source of information we think 
the most conservative course would be to leave 
the stock alone. 


Chino’s Dividends 


W. B. H., N. Y. City—Directors of Chino 
Copper are due to meet to act on dividends 
December 11. The company is expected to 
earn $7 per share this year. As dividends 
for the year will total $3, there is a margin 
over dividends of $4 per share, and it would 
seem that the company could conservatively 
pay out half of this in the form of an extra 
dividend. We do not suggest holding the 
stock until the dividend has been paid It 
has already had a large advance, probably 
sufficient to discount an increased payment, 
and if you have a profit on this commit- 
ment, we think you would do well to take it. 


Great Northern Ore 
M. G. B., N. J.—We are of the opinion 
that it might be a good idea for you to take 
your profits on Great Northern Ore, as there 
are no immediate prospects for large dividends 
on this stock. 


Shattuck-Arizona 


R. A. H., Chicago, Ill—Shattuck-Arizona 
has recently uncovered a large tonnage of 
vanadium ore. Shipments of copper are now 
on a basis of about 15,000,000 Ibs. per annum, 
and cost is estimated at about 7 cents, which 
would give earnings equal to nearly $5 per 
share. The company is in a strong financial 


position, with a working capital of over 
$1,000,000. The future of Shattuck-Arizona 
appears to be particularly bright, and it may 
be that the present prices have not thor- 
oughly discounted the improved situation in 
regard to the company. 


Time to Buy “Coppers” 


H. N., N. Y. City —The time to buy cop- 
per stocks is before the price of the metal 
has advanced to high levels. After copper 
has reached inordinately high prices is the 
time to sell the copper stocks, as it is at 
that time that the insiders will be distribut- 
ing their stock to the public. 


Granby Cons. 


D. W. R., Cleveland, O.—While Granby 
Consolidated’s earnings at the present time 
are excellent, it must be remembered that 
they are based on a very high price for 
copper. Granby’s ore reserves now amount 
to 9,205,000 tons of 2.2% copper at Ridden 
Creek, 415,000 tons of 2.6% copper at the 
Bonanza mine, and 4,232,000 tons of ore 
in the Phoenix property, from which latter 
it is estimated a recovery of 70 Ibs. per ton 
copper can be made. For the year ended 
June 30, 1915, the company produced 25,746,- 
059 Ibs. of copper, and $816,693 worth of 
gold and silver. The cost of its copper aver- 
aged 10.66c. per lb. and net profit was $929,- 
165. The company is now producing 4,000,- 
000 Ibs. per month, which at 18c. per Ib. 
would yield earnings at the rate of well 
over $15 per share a year. 


Butte & Superior Litigation 


A. D. T., Philadelphia, Pa—The suit 
against Butte & Superior by the Clark in- 
terests asks for $50,000 damages for ore that 
has been mined from the vein known as the 
Rainbow, which vein it is claimed is not on 
the Butte & Superior property. If the com- 
pany loses‘ the suit, therefore, the loss will 
be of small importance. Butte & Superior 
has benefited greatly because of the effect of 
the war on the spelter market. The future 
market course of this stock is, therefore, 
largely dependent on how long the war 
lasts. A sudden peace in all probability 
will cause a large decline in this stock. You 
should, therefore, take care not to overstay 
your market on the long side. 


Midwest Refining 


H. M., Louisville, Ky.—The Government’s 
suit against the Midwest Refining Co. for 
recovery of certain oil lands was decided in 
favor of the Government last February. 
This suit, however, only affected about 160 
acres lying outside of the really valuable oil 
producing area. The company has appealed 
to the U. S. Supreme Court for a rehearing 
of the case. 











Mining Digest 


Alaska Gold.—EXPECTED that it will 
take at least another year before mine will be 
opened up sufficiently to insure a large ton- 
nage of $1.50 ore regularly. Recent low-grade 
ore encountered is delaying anticipated output 
of mine, but it is expected to prove only a 
temporary handicap. 


Allouez tro oy PRODUCING aat 
the rate of 11,000, Ibs. of copper per year. 
Earnings are at rate of $12 per share per 
annum. 


Aluminum Co. of America—PRODUC- 
ING at rate of 144,000,000 Ibs. per annum. Ex- 
tensive program of expansion under way. 


Anaconda. — NOVEMBER PRODUC- 
TION 24,400,000 Ibs. 


Batopilas—-RECENT DEVELOPMENT 
work on property reported to have disclosed 
valuable ore. Mine, however, lies in most dis- 
turbed part of Mexico, and it is uncertain 
when operations can be resumed. 


Braden Copper.— NOVEMBER PRO- 
DUCTION 3,684,000 Ibs. of copper. For year 
ended August 31, 1915, produced 30,292,044 Ibs. 
of copper at a cost of 8.78c. It was sold at 
average price of 13.6208. Surplus available 
for dividends was $537,534. 


Butte & Superior. — DECLARED 
EXTRA dividend of $7.50, making total of 
$18 for 1915. 


Calumet & Arizona.—DECLARED 
QUARTERLY dividend of $1.25 per share. 3 
mos. ago $1 was paid. 


Canadian Mining & Exploration.—WILL 
BE liquidated. Stockholders will receive orig- 
inal investment in cash, and in addition a divi- 
dend of about $875 a share. The par value of 
these shares is $5,000. 


Cerro de Pasco—NOVEMBER 
DUCTION 6,000,000 Ibs. of copper. 


Chino Copper —DECLARED QUAR- 
TERLY dividend of $1. 3 mos. ago 75c. was 
declared. 


Goldfield Consolidated. — NOVEMBER 
PRODUCTION 32,100 tons of ore. Net earn- 
ings $52,783. 

Greene-Cananea—MINE has resumed 
operations and 1,200 employees have been put 
to work. 


PRO- 


Homestake Mining —-DECLARED REG- 
ULAR monthly dividend of 65c. and $1 extra. 


Kennecott Copper—STOCKHOLDERS 
VOTED to increase shares from 720,000 to 
3,000,000. Increase to enable company to take 
over Utah Copper stock owned by Guggenheim 
Exploration, securities of the Braden Copper 
Mines Co., the Copper River & Northwestern 
Railroad, and Alaska Steamship Co., and to 
provide for retirement of $10,000,000 converti- 
ble bonds of Kennecott Copper Co. 


La Rose—DECLARED QUARTERLY 
dividend of 1% payable January 20. 


Miami = ered FIRST of January 
company will have started treatment of its low- 
grade ore in a new 300-ton mill being con- 
structed for this purpose. 


Mines Co. of America.— OFFICIALS 
STATE that company’s property is in good 
condition, and it would take less than a week 
to start operations. As soon as political situa- 
tion clears up work will be started. Produc- 
tion of properties in past years was valued at 
approximately $3,000, per year, of which 
one-half was silver and balance gold. It is 
said that mine will be able to reach this pro- 
duction again. 

Nevada Consolidated. — DECLARED 
QUARTERLY dividend of 37% cents and 
12% cents extra. 

Nipissing Mines—REPORT for quarte1 
ended December 31 shows cash on hand $626,- 
742, bullion in transit $501,872, ore on hand 
$295,684, total $1,424,299. 

Old Dominion.— NOVEMBER PRO- 
DUCTION 2,443,000 Ibs. Earning at rate of 
$11 a share. 

Ontario Silver Mining —IS DEWATER- 
ING its mine and will increase output. Bene- 
fited by advance in silver prices. Stock active. 


Ray Consolidated —-DECLARED QUAR- 


TERLY dividend 50c. 3 mos. ago 37%c. was 
declared. 


Ray-Hercules—C ONSIDERABLE 
TONNAGE expected to be added to known 
ore reserves of 3,400,000 tons of 2.26% ore. 
Development work is being pushed. 


Utah Copper. — DECLARED DIVI- 
DEND of $1.50 per share. 3 mos. ago $1 was 
declared. 











66 WF Standard Oil stock was selling at $1 a share I couldn’t 
| buy 100 shares,” ruefully remarked a small trader, after 
the “Lusitania break” last spring. 
“If Standard Oil stock was selling at $1 a share you would 
be very foolish to buy it at all,” replied his friend. 

















Oil Notes 





Illinois Pipe Line DECLARED DIVI- 
DEND of $15 a share payable Jan. 15. Ini- 
tial dividend of $5 was paid 5 mos. ago. 


Mexican Petroleum.—CONTRACT made 
with International Mercantile Marine to 
supply latter with fuel oil for its steamers, 
the “Kroonland” and “Finland,” for next 
5 years. 


Midwest Refining —DECLARED QUAR- 
TERLY dividend of 14% payable Feb. 1. 
Three mos. ago 1% was declared. Pres. 
Shoupe reports net earnings July 1 to Dec. 
1, $1,050,000. Relative to Government order 
withdrawing 500,000 acres of oil lands in 
Wyoming and Montana, he says: “With- 
drawals will not affect rights of Midwest 
Refining Co. as it has made discoveries prior 
to withdrawals.” 


New York, Oklahoma Oil —DECLARED 
QUARTERLY dividend of 14% on pre- 
ferred, payable Jan. 1; also 4%4% to cover 
accumulated back dividends. 


Pan-American Petroleum & Transporta- 
tion—COMPANY to be organized with 
$100,000,000 capital for the purpose of mar- 
keting fuel oil. E. L. Doheny, Pres. of the 
Mexican Petroleum Company, and asso- 
ciates are back of the new company. 


Penn.-Mex. Fuel—HAS CONTRACTED 


for 12 additional storage tanks at its gulf 
terminals, each having a 55,000 barrel ca- 
pacity. Standard Oil of N. J., which is 
taking the company’s production, has prom- 
ised 12 additional vessels for shipments 
after Jan. 1. Shipments expected to soon 
reach 1,000,000 barrels monthly. 


Pierce Oil—EARNINGS for 10 mos. 
ended Oct. 31 equal to 5% on outstanding 
stock. This is exclusive of earnings from 
Mexican operations, which it is expected 
will yield $500,000 for 1915. New $2,000,000 
construction program expected to increase 
net by $500,000 per annum. 

Prairie Oil & Gas—DECLARED divi- 
dend of $3 payable Jan. 31. 

Prairie Pipe Line—DECLARED divi- 
gend of $5 payable Jan. 31. Deliveries are 
now running at capacity, over 100,000 bar- 
rels a day. 

Savoy Oil—DECLARED a dividend of 
1% and 1% extra payable Dec. 24. 

Standard Oil of California—REPORTED 
that stock dividend is likely to be paid early 
next year. Earnings for 1915 are estimated 
between $20,000,000 to $25,000,000. 

Texas Co—CURRENT EARNINGS said 
to be running at rate of $800,000 a month. 








How to Foil the Stock Fakir 





HE MAGAZINE OF WALL 
STREET is in constant receipt of 
complaints from its readers which 

run along this order: ‘Several weeks or 
months ago I bought so many shares of 
stock from the brokerage firm of 
X. Y.Z. I made full payment, but some- 
how cannot seem to get delivery of the 
stock. To all my letters they reply that 
the stock is in process of transfer and 
that as soon as they receive it they will 
forward it to me. What shall I do?” 
THe MaGAzineE oF WALL SrREET, in 
such cases, instructs its inquirer to write 
again to the delinquent firm demanding 
immediate delivery and stating that if the 
stock is not forthcoming within a short 
time the matter will be referred to the 
United States Postal authorities. In 
every case where the complaint has 
proved to be legitimate, the results from 
this procedure have been magical. Your 
stock swindler hates the Government au- 
thorities as a burnt child dreads fire or 


His Satanic Majesty is supposed to dread 
holy water. In some instances the stock 
fakir has not waited for the mails to de- 
liver the tardy stock but has sent it by 
special messenger. The Post Office De- 
partment investigates every complaint of 
this sort, and where guilt is found its 
action is swift and summary. 

Ordinarily speaking it should not take 
longer than a few days to effect a trans- 
fer of stock, except in cases where a com- 
pany’s transfer books are closed for a 
period of time. In the latter event a 
reputable house will explain carefully to 
its client the reason for delay. Any cus- 
tomer who cannot obtain a satisfactory 
explanation for delay in delivering stock 
or who has to resort to a threat to effect 
the delivery, should at once close the 
account and seek another and more re- 
liable or efficient broker. In cases of this 
sort an ounce of prevention is worth any 
amount of cure. We are always glad to 
advise readers as to a choice of brokers. 
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How to Trade in Odd Lots 


Growth of Odd-Lot Business—How to Choose a Broker— 
Investor or Trader 


Hints for the Small 





By MALCOLM 


ARMSTRONG 





HIS is the day of the odd-lot. The 
“buy me a 100” minimum, has 
passed in Wall Street as a standard 

of trading. In the old days of the Street 
the big brokerage houses looked scorn- 
fully upon the “piker” who had the tem- 
erity to wish to deal in less than 100 
shares of stock, but the old order has 
given way to the new, and in most 
offices the “little fellow” is very wel- 
come. And well he might be for the 
volume of odd lot trading in the last few 
years has grown from a trickle to a flood. 
In the unprecedented string of million 
share days to which Wall Street was 
treated recently the aggregate of odd-lot 
trading on the Stock Exchange was close 
to 33144 per cent., or one third of the 
entire volume of transactions. Is it any 
wonder then that the “Welcome” sign is 
out in the financial district for the eye 
of the small trader? 


Why the Change? 


The old days of “nothing less than 
100” have gone, together with silk hats 
and horse cars in Wall Street. The change 
is due in part to the education of the 
investing public which has come to realize 
that the small investor and speculator is 
entitled to participate in the development 
of the great enterprises. The French, 
the most thrifty people in the world, have 
long held that idea and it is rapidly 
spreading here. It was the odd-lot in- 
vestor who stemmed the panic of 1907 
and on every severe break of the market 
he can be counted upon to appear in 
ever increasing numbers. This article is 
written for the benefit of the small in- 
—— who contemplates dealing in odd- 
ots, 


Kinds of Investors 


It is possible to approach the odd-lot 
matter from three angles, that of the 
out-and-out investor, who chooses to 
deal in nothing but the best bonds or 
highest grade preferred stocks, that of 
the speculative-investor who buys any 
good securities for the “long pull,” or the 
“trader” who counts upon making small 
but comparatively quick profits, wherever 
opportunity presents itself. The strict 
investment angle is proper for a woman 
or a man retired from business, and who 
prefers that safety shall come before any- 
thing else. The odd-lot business is not 
particularly well adapted to the quick- 
turn trader for the reason that the ex- 
tra eighth he is obliged to pay for less 
than 100 shares, makes considerable of 
a handicap when added to commissions, 
taxes and interest. The ideal form of 
odd-lot trading for the person who is 
willing to assume a reasonable amount 
of risk, is the long-pull operation, where- 
by he may hope to make a profit of any- 
where from 5 to 20 points on his trans- 
actions. . 

Choosing a Broker 


Assuming then that our small capitalist 
has $1,000 which he wishes to invest on 
the long-pull basis. His first and most 
important task is to find a reliable broker. 
This he should do by careful inquiry of 
disinterested parties. Reputable financial 
publications are always willing to give 
the best advice possible in regard to the 
integrity of firms or individuals. The in- 
vestor who is willing to spent the right 
amount of time and care in choosing his 
broker is very likely to avoid bitter ex- 
periences which those have gone through 











422 


THE MAGAZINE OF WALL STREET 





’ who have listened to the seductive litera- 
ture of “wild cat” and “bucket shop” 
brokerage firms, without taking the 


trouble to check up the statements and 
investigating the standing of such firms. 


Choosing the Security 


A profitable knowledge of Wall Street 
and Wall street’s stocks and bonds can 
come like knowledge of any other sub- 
ject in life, only through study. The 
investor should familiarize himself not 
only with the history, present perform- 
ances and prospects of a company but 
also with the general subject of market 
fluctuations. It is poor judgment to buy 


ment plan or on margin. If he pursues 
the first course the matter is compara- 
tively simple. He sends the broker his 
check for the amount of stock he wishes 
to purchase, plus commission and taxes, 
and a memorandum of the price he wishes 
to pay. On execution of the order the 
broker has the stock transferred to the 
name of the buyer who receives it within 
a few days after the execution of the 
order. Slow delivery of stock should 
excite suspicion on the part of the buyer. 
Bucket shops often do not actually exe- 
cute an order at all, and lull the sus- 
picions of the purchaser by saying that 
the stock is in “process of transfer.” At 








Partial Payment Plans 


Ist 


Payment 
Per Share Per Share 


Stocks Selling from 


$30 to $50 per share 
$50 to $100 per share 
$100 to $150 per share 
$150 to $200 per share 
Under $30 per share 


D inations 
Monthly Ist Monthly 
Payments Payment Payment 
Bonds PerBond Per Bond 
$100 $10 $5 
500 50 25 
1,000 100 50 











even the best security if the general trend 
of the market is downward and likely to 
continue so. The man who learns to 
know bargain time when it is at hand and 
is willing to back his judgment and stick 
to it no matter what the immediate con- 
sequences may be, is the one who makes 
money in the long run. 

The requisite knowledge of Wall 
Street is to be obtained by the reading 
of good books on financial subjects of 
which there is an adequate number, by 
subscribing to reputable financial maga- 
zines and publications and by learning to 
interpret the meaning of the financial 
pages of the daily paper. 


Modus Operandi 


There are many firms whose business 
is chiefly with small investors and trad- 
ers. They issue, and gladly send on re- 
quest, booklets giving the details of odd- 
lot trading. An investor may purchase 
outright, he may buy on the partial pay- 


dividend times the books of most com- 
panies close for longer or shorter periods, 
sometimes for two weeks, but the reput- 
able house is always careful to explain 
in detail to its clients the reasons for any 
unusual delay. Failing of a satisfactory 
delivery of stock, the buyer should 
promptly close his account and seek 
other more reliable firms. A suggestion 
that the matter will be placed in the hands 
of the U. S. Postal authorities is often 
a wonderworker when applied to slow- 
delivery concerns, but such a dras- 
tic step should not be taken unless the 
investor is certain that his broker is not 
acting in good faith. 

Fortunately the proportion of unre- 
liable firms is small in relation to the 
entire number, but large enough, never- 
theless, to be a constant menace to the 
uninformed or unwary investor. 


This series will be continued in forthcoming 
numbers, outlining not only the elemental prin- 
ciples and practices but explaining other per- 
tinent factors in trading in odd lots, 

















Technical and Miscellaneous Inquiries 








Missouri Companies 

How may I find out the capitalization of a 
company wae under the Missouri 
laws?—S, A. H., Cincinnati, Ohio. 

By mk to the Department of Corpora- 
tions of the State of Missouri you will be able 
to get information as to the capitalization of 
any concern incorporated in that State. 





Interest Charges 


W. E. D., Pottsville, Pa—If your broker 
charged you 6% interest on your Locomotive 
transaction, your profit should be about $30.00 
Many houses never charge less than 6% on 
odd lot transactions. If you carry a fairly 
large balance, it is the custom for a broker- 
age house to charge you a little more interest 
than they have to pay for their money, and 
hence this rate fluctuates with the money 
market. 





Brokers’ Liability? 


I owned 10 shares of Anaconda, a like 
amount of Chino and 25 shares of Utah out- 
right. Recently I wrote my brokers, “sell 
_ Anaconda, Chino and Utah,” but did not say 
what number of shares of each stock to sell. 
Am I obliged to accept a lesser profit than 
I would have received had they disposed of 
these stocks as per the crude instructions they 
received?—W. W., East Mauch Chunk, Pa 

In view of the fact that you did not men- 
tion to your brokers the number of shares of 
\naconda, Chino and Utah you wished to sell, 
we do not think that you have any claim 
against them.. Your brokers, however, were 
certainly negligent in not getting in touch with 
you and obtaining more definite information. 





Liquidation of Brokerage Firm 


I have an account with a Curb house in 
which I have an equity of about $500. The 
head of the concern died recently and his 
estate is now being liquidated. How may I 
7 «| money back and protect my interests? 

Grand Rapids, Mich. 

We Nie that it would be for your best in- 
terests to put your account in the hands of an 
attorney, as there are often considerable com- 
plications in matters of this sort which place 
one not versed in legal matters at considerable 
disadvantage. 





Stock Deliveries 


_How long ought I have to wait for delivery 
of stock purchased? Three weeks ago 
bought a Curb stock and paid for it in_ full. 
Cues I not to have received it by now?—A. 

Philadelphia. 

You have allowed ample time for the de- 
livery. We suggest that you write to your 
broker asking for an immediate explanation of 
the delay and if the reply is not satisfactory 
we will suggest a more drastic course of ac- 


tion, and one which is likely to produce re- 
sults, if you will communicate with us again. 





Margin of Safety 


Will the Macazine or Watt Street please 
advise whether margin of safety should indi- 
cate market value of a stock, and if not, please 
state what is the function of the margin of 
safety—J. B., Concord, N. 

The margin of safety over dividends in the 
case of the industrial companies particularly, 
is not necessarily a good indication of the 
market value of the stock, when only one 
year’s earnings are considered, as earnings of 
industrial companies are generally subject to 
fluctuations. To get a good idea of the value 
of an industrial stock, its earnings over the 
past several years must be considered, its 
future prospects, its financial condition, its cur- 
rent earnings, and its management. Central 
Leather pfd., for example, is selling higher 
than Agricultural Chemical pfd., because the 
former company has taken very profitable war 
orders. American Tobacco Co. is in such a 
strong financial position that it is justified in 
paying out to common stockholders all surplus 
earnings. Pullman Co. has a steady record 
of earnings over the past 10 years. it is not 
much affected by dull times. In other words, 
its earnings are considered stable. United 
Fruit’s current earnings are running far ahead 
because of the increase in freight rates due to 
the war. U. S. Rubber Ist pfd. is not selling 
as high as Am. Tel. & Tel., because the finan- 
cial position of the company is not as strong. 
Its current earnings are not as good as they 
might be because of. the present high price of 
raw material. 





Government Cotton Estimates 


F. S., Cincinnati, Ohio.—The Government es- 
timates of the cotton crop will be published 
Dec. 10. Recent estimates place the crop at 
11,900,000 bushels. It is a good opinion, how- 
ever, that the Government’s estimate will not 
show as high as this, in which case cotton may 
work a little higher. 





Puts and Calls vs. Margins 


A booklet on the merits and advantages 
of the use of puts and calls as compared 
with margin trading has been prepared by 
Wm. H. Herbst, 20 Broad street, New York. 
A copy will be mailed to any reader on 
request. 





Railroad Statistics 


Much valuable information on railroads in a 
most convenient form will be found in the cir- 
cular entitled “Essential Railroad Statistics,” 
just issued by Filor, Bullard & Smyth, 61 
Broadway, New York. Copies will be sent to 
readers upon request, mentioning THe Maca- 
ZINE OF WALL STREET. 
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How to Trade in Cotton 


Importance of the Cables—Liverpool’s Influence Often 
Underestimated 





By JULIUS J. STRASBURGER 





F all the influences that lift or lower 
cotton values, the cables dominate. 
There are very few mornings 
in the year when those who are con- 
cerned in cotton fluctuations do not 
ask to be apprised of the nature of 
the cables. These cables involve pri- 
marily the prices prevailing in the 
Liverpool Cotton Market. During the 
various periods of the season that com- 
bine to complete the cotton year, many 
factors leap to the front to affect the 
market lightly or intensely, but the 
relatively weak or relatively strong 
foreign market prices are seldom 
subordinated and never dropped wholly 
from the consideration of the cotton 
trader. 


Judging the Cables 


It is a simple matter to judge the 
tenor of the cables. ‘At precisely 11 
a. m., New York time, the prices that 
rule for the active cotton deliveries 
dealt in on the New York Cotton Ex- 
change are cabled to Liverpool. The 
net difference between the New York 
prices quoted at 11 a. m., and the of- 
ficial closing quotations, represents the 
normal change that Liverpool should 
present prior to the opening of the 
New York market the ensuing busi- 
ness day. 

The sole reason for the specific 
cabling to Liverpool of the New York 
11 a. m. prices is that the market 
abroad closes at virtually that time. 
When it is 11 A. M. at New York, it is 
about 4 P. M. at Liverpool. Infre- 
quently the Liverpool market does not 
adjourn at its regular time, the mem- 
bers of the foreign association electing 
to await and operate on the occasional 
American government reports on cot- 
ton. Only the important official re- 


ports are waited for in this manner, 
however. 

In such instances, when the ordinary 
closing of the Liverpool is deferred, 
the customary method of calculating 
the advances or declines due at Liver- 
pool for the succeeding morning must 
be abandoned. The approximate five 
hour time schedule must be the founda- 
tion for all calculations. Hence, 11 a. m. 
prices on the New York market may be 
as follows: March 11.70, May 11.90 and 
July 12.10, and the closing prices prove 
to be 11.90, 12.10 and 12.30 respectively. 
The Liverpool market would be due to 
open twenty American points higher. 

Should the cables on this next morn- 
ing show an upturn of only ten Amer- 
ican points, they would be adjudged 
quite disappointing and in themselves 
would suggest an opening decline in 
the New York market of about ten 
points. If, on the other hand, these 
cables had shown an advance of about 
thirty American points, an opening ad- 
vance of about ten points in the New 
York market would have been war- 
ranted. From the opening of the New 
York market at 10 a. m. until 11 a. m., 
which hour coincides with Liverpool’s 
3 to 4 p. m., prices at both centers 
should move in close conformity. 
Cables giving the prices at New York 
and Liverpool are interchanged con- 
tinuously on normal trading days. 

American Money vs. English Money 

It is essential to bear in mind, how- 
ever, that the Liverpool market does 
not use the American standard of cents 
and hundredths of a cent per pound in 
quoting cotton contracts. Instead, the 
English standard of pence and hun- 
dredths of a penny are representative 
of quotations. Therefore, with Janu- 
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ary cotton commanding 11.50c. in the 
New York cotton market, the corre- 
sponding contract in the Liverpool 
market would be approximately 6./5— 
or six pence and seventy-five one-hun- 
dredths of a penny. 

As an English penny is figured at 
the equivalent of two cents in Amer- 
ican money, 6.75 pence would be 
equivalent to 13.50c. In the example 
given here, a premium of two cents a 
pound is shown for the cotton contract 
in the Liverpool market. This pre- 
mium is abnormally large in ante- 
bellum times but there are students in 
the cotton trade locally and abroad 
who sincerely believe that the pre- 


increased about five dollars a bale or 
100 American points, with fears ex- 
pressed of a more onerous charge for 
transportation when Liverpool recom- 
mences to take American cotton, the 
business having been exceedingly quiet 
the last few weeks. Then again, the 
usual difference of about 100 American 
points is based on a stable and normal 
rate of foreign exchange. Ingtead of 
sterling being at 4.88 at present, it is close 
at 4.70. This lower rate of exchange 
decidedly adds to the cost of cotton to the 
foreigner. 

Another item on which much in- 
terest converges, is the higher insurance 
costs resulting mainly from the raids and 








COMPARATIVE DIFFERENCES BETWEEN THE NEW YORK AND 
LIVERPOOL QUOTATIONS 


-——Late July, 1914—Before the War—_—, 
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mium of the Liverpool market may 
easily widen considerably further. 


Extraordinary War Conditions 


A premium of close to 100 American 
points for the Liverpool market was 
viewed as fair just before the war. 
There are many causes contributing 
to the prevailing inordinate differences 
between these two big cotton mar- 


kets. Obviously, the hundred Ameri- 
can point difference, normally counted 
on, is expected to cover the cost of 
sending a bale of cotton from New 
York to Liverpool, miscellaneous ex- 
penses being included for the most 
part. At this stage, in reflection of the 
flames of the titanic war abroad, the 
cost of sending a bale of cotton for 
export has swollen amazingly. 

During July, 1914, the freight rate 
on cotton for Liverpool was approxi- 
mately 25 cents a hundred pounds. 
This rate has been gradually jumped 
to 125 per hundred. The burden of 
freight rates alone therefore, has been 


hazards of the seas. Labor costs for han- 
dling cotton and the amount of money 
used for the conduct of business also con- 
tribute toward regulating the premium of 
the Liverpool market over the New York 
list. 
Huge International Trade 

As a result of the fluctuating dif- 
ferences between the New York and 
Liverpool markets, there has often 
been almost constant switching or 
straddling operations involving the 
various cotton markets of the world. 
The New Orleans and the Egyptian 
cotton markets share in these tran- 
sactions designated as straddles. This 
sort of trade reaches enormous pro- 
portions at times, the open trades hav- 
ing been figured at several hundred 
thousands of bales frequently, but 
there is also a colossal international 
trade predicated on hedge dealings 
for the producers or cotton consumers 
and for the great army of investors 
and speculators in all countries. 
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By C. T. REVERE 





N the issue of the MAGAZINE OF WALL 
Street, published on December 11, 
attention was called to one of the 

characteristic phenomena of the cot- 
ton market—that the supply situation 
was usually discounted around the time 
of the issuance of the annual estimate 
of the Department of Agriculture. The 
only exceptions to this development are 
furnished in cases where the figures 
from the government are so much out 
of line with expectations, that the bull- 
ish or bearish operations are unduly 
stimulated. 

For instance, in 1909 the Govern- 

ment Estimate on December 10 placed 
the crop at 10,086,000 bales and a fur- 


the statistical position is somewhat 
bearish. This is putting it mildly, as 
many sound judges throughout the 
cotton trade believe that very much 
lower prices are justified. 

At the present time the supply of 
American cotton, visible and invisible, 
amounts to approximately 14,400,000 
bales. 

This is on the basis that the final 
growth, including linters, is 12,000,000 
bales. It must be borne in mind, of 
course, that the Government Estimate 
of 11,161,000 bales did not include lint- 
ers. Southern mills hold about 800,000 
bales and Northern mills about 800,000 
bales. The amount of cotton in 








VISIBLE AND INVISIBLE STOCKS 


Southern port stocks 
Interior towns (about) 


Bales 
1,250,000 


The amount of cotton ginned but not yet brought into sight is about 
The amount of cotton still to be ginned, including the linters and with figures based 
on the ginning up to December 1 only, is about 
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ther rise resulted which did not cul- 
minate until the end of December. 

The Government Estimate this sea- 
son, however, was practically in line 
with expectations. It was estimated 
by the writer that it would not be far 
from 11,200,000 bales, and actual fig- 
ures were 11,161,000. 

The estimate was bullish but the 
trade took the view, as was forecast 
that the previous rise in the market 
had given full consideration of any 
shortage of supply. Since the estimate 
was published there has been a break 
of about $4 a bale. 

The cotton trader, of course, is not 
interested in the past performances of 
the market. He wants to know what 
is going to happen and it must be 
stated that no season in recent years 
has presented so many conflicting in- 
fluences and cross-currents as the pres- 
ent one. In spite of the moderate crop, 
which probably will not be as large as 
the government estimated when the 
Census Bureau makes its final report, 


Europe and in the visible supply, which 
means port stocks and cotton afloat 
is about 1,550,000 bales, and it is 
roughly assumed that European spin- 
ners have about 1,000,000 bales. 

It will thus be seen that in the South 
there are about 10,700,000 bales, while 
in the northern part of the United 
States and in Europe, including the 
amount of cotton afloat, there are 
about 3,670,000 bales. 

Southern holdings of 10,740,000 bales 
compare with 13,269,000 bales at this 
time last year ; 8,559,000 two years ago, 
and 7,959,000 three years ago. The fig- 
ures also compare with 5,402,000 in 
1909, which was one of the great bull 
years in cotton history. 

According to these figures the South 
is holding more cotton than at any time 
in her history, with the exception of 
last year, and nearly twice as much 
as in 1909. 

This unequal distribution is naturally 
considered bearish. An _ unusually 
small proportion of cotton has passed 
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out of the hands of Southern holders 
and these holders, therefore, still have 
to find a market for it. If some of the 
burden had been shifted from the 
shoulders of the South and two or 
three million bales had passed into the 
hands of consumers, the present supply 
situation would not be considered at all 
bearish. But with exports on such a 
small scale, the smallest in fact for any 
year in recent history, with freight and 
insurance rates exorbitantly high and 
with unprecedented scarcity of ships, 
it is felt that the South will have some 
difficulty in marketing its present stock 
of cotton. 

This is the chief burden of the bear- 
ish argument and it is having its 
weight in well-informed quarters. It 
will be noted, of course, that its ef- 
ficacy rests on the assumption that ex- 
ports will not pick up and that the South 
will have to sell. 

It is well at this time to consider the 
question of the absorption of cotton 
during war times. Strange as it may 
seem, the amount of cotton taken by 
spinners from December 10, 1914, to 
December 10, 1915, during which year 
the war was in progress in its bitterest 
stages, surpasses any previous twelve 
months in the annals of the trade. It 
is true that this period is purely an 
arbitrary one, for the cotton season 
begins and ends on the first of August. 
The amount of cotton taken by spin- 
ners during the twelve-month period 
mentioned, however, was 15,123,000 
bales. During the period from Decem- 
ber 10, 1913, to December 10, 1914, 
takings amounted to only 12,543,000 
bales, although the world was at war 
only a small portion of this time. Last 
year at this time no one dreamed that 
the demand from the mills for the re- 
mainder of the season would prove to 
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be so large. It is possible that those 
who are expecting the present dullness 
to continue may be just as greatly mis- 
taken. 

As to the assumption that the South 
will have to sell simply because there 
is no demand, there is good ground for 
believing that this is taking too much 
for granted. Declines have come time 
and again in the contract market with- 
out producing any effect upon the at- 
titude of Southern holders. This is 
as it should be. Speculators on mar- 
gins may get over-bought or over-sold 
and may therefore be forced to reduce 
their commitments. A readjustment in 
price always takes place, however, if 
the actual commodity itself is not af- 
fected. 

The South is abundantly supplied 
with money, not only on account of 
the operation of the Federal Reserve 
Bank Act but also because of the prof- 
its obtained from the sale of cotton 
seed at high prices, which placed grow- 
ers in an independent position. In ad- 
dition to this, foodstuffs raised at home 
as well as forage crops have made it 
unnecessary for the South to spend as 
much money for its subsistence as 
usual. 

The significant feature about the at- 
titude of the Southern holders is found 
in their willingness to sell at fixed 
prices and no lower. It is much easier 
for the farmer to find a market for 
such cotton as he wishes to sell than 
it is for the buyer or spinner to obtain 
concessions from current quotations. 
The stubbornness of holders may not 
cause an advance in the market but it 
will make the decline a slow one and 
if export demand revives, purchases 
made on breaks caused by bearish en- 
deavors in the contract market, mav 
bring unexpectedly large profits. 
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XCEPTING only exigencies created 
by the progress of the European 
war the most significant develop- 

ments in the wheat market this month 
have been the government estimate on 
acreage sown to winter wheat and its 
report on condition of the plant. This 
official estimate of an area sown 
totalling 37,256,000 acres sets at rest 
all doubt that next year’s yield of win- 
ter wheat wil) fall materially short of 
this year’s harvest of 655,000,000 bush- 
els. The planted acreage is 4,756,000 
acres smaller than that of the present 
season. That is a decrease compared 


with this year of 11.5 per cent, while 
condition falls not only below last 
year’s average of 88.3 per cent, but at 

7 per cent is more than 3 points 


below the 10-year average. Sta- 
tisticians are unable to figure upon a 
crop larger than 605,000,000 bushels next 
year or a reduction of 50,000,000 bush- 
els compared with the current season, 
while the possibilities are of a much 
shorter harvest even than that. Stand- 
ing by itself this reduction in acreage 
of American winter wheat would be 
important enough, but it is not isolated. 
A Canadian census bulletin recently 
issued shows that area sown to Fall 
wheat in the Dominion is 15 per cent 
less than the planted area of the pres- 
ent season, while the area intended for 
next year’s crop is only 53 per cent 
plowed compared with 71 per cent 
plowed in 1914. Nor is this all. Re- 
ports from Europe foreshadow reduced 
harvests in that continent next season. 
Acreage reduction in Italy is estimated 
at anywhere from 10 to 20 per cent as 
compared with normal. It is fair to 
look for proportionate reductions in all 
of the warring countries, while the 
area in arms is constantly widening 
and soon may take in Roumania and 
possibly even Greece. Looking ahead 
the trader in wheat can forecast 


while the probabilities are all in the 
direction of even more insistent needs 
than characterize the European war 
area this year. 

While export movement has dragged 
this month compared with other peri- 
ods of the war, statistics show that 
wheat is moving out in record volume 
in the face of an unprecedented short- 
age of ocean freight. Bradstreet’s 
latest report shows that since July 1 
last the United States has exported 
186,462,000 bushels of wheat, or 5,000,- 
000 bushels more than were exported 
during the cortesponding period of last 
season. There is reason to believe that 
the buying power which held wheat up 
after its rapid advance this month came 
from American agents of the Allies, 
who have been credited with persistent 
absorption of contracts in the Chicago 
market in the face of heavy liquidation 
of speculative holdings. 

From the technical point of view the 
wheat market presents phases similar 
to those which existed last September 
and caused the spot month to go to a 
big premium before it expired. Tight- 
ness of the December position which 
will reach maturity in a few days has 
been a feature of bullish value. At 
time of writing contract stocks of 
wheat in Chicago are only 2,062,000 
bushels out of ‘total stocks of wheat 
in private and public elevators of 4,736,- 
000 bushels. Clearances of wheat have 
so closely approximated receipts that 
there has been no opportunity for such 
an accumulation of stocks as might be 
expected in a billion-bushel year. This 
situation has placed the December 
shorts in an embarrassing position and 
it yet may become necessary to stretch 
the rules of delivery, as was done last 
September, to enable them to extricate 
themselves. Congestion of traffic on 
northwestern railroads resulting in an 
embargo on shipments has accentuated 


smaller world’s supplies next season, ‘the difficulties that confront them. 





